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FOREWORD 


House  of  Representatives, 
Committee  on  International  Relations, 

Washington,  B.C.,  April  5,  1976. 
In  1973  the  Congress  added  a  provision  to  the  Foreign  Assistance 
Act  of  1961  which  requires  the  President  to  submit  annually  a  report 
to  the  Congress  showing — 

(1)  a  summary  of  the  worldwide  dimensions  of  debt-servicing  problems  among 
such  countries,  together  with  a  detailed  statement  of  the  debt-servicing  problems 
of  each  such  country; 

(2)  a  summary  of  all  forms  of  debt  relief  granted  by  the  United  States  with 
respect  to  such  countries,  together  with  a  detailed  statement  of  the  specific  debt 
relief  granted  with  respect  to  each  such  country  and  the  purpose  for  which  it  was 
granted; 

(3)  a  summary  of  the  worldwide  effect  of  the  debt  relief  granted  by  the  United 
States  on  the  availability  of  funds,  authority,  or  other  resources  of  the  United 
States  to  make  any  such  loan,  sale,  contract  of  guarantee  or  insurance,  or  extension 
of  credit,  together  with  a  detailed  statement  of  the  effect  of  such  debt  relief  with 
respect  to  each  such  country;  and 

(4)  a  summary  of  the  net  aid  flow  from  the  United  States  to  such  countries, 
taking  into  consideration  the  debt  relief  granted  by  the  United  States,  together 
with  a  detailed  analysis  of  such  net  aid  flow  with  respect  to  each  such  country. 

The  report  contained  herein  is  the  second  annual  report  to  be 
received  under  that  provision.  It  was  forwarded  to  the  committee  by 
the  Speaker  of  the  House  as  Executive  Communication  2433.  I  hope 
that  Members  may  find  it  useful  in  future  legislative  deliberations. 

Thomas  E.  Morgan,  Chairman. 
(m) 
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LETTER  OF  TRANSMITTAL 


The  Secretary  of  the  Treasury, 

Washington,  D.C.,  January  30,  1976. 
Hon.  Carl  Albert, 
Speaker  of  the  House  of  Representatives, 
Washington,  D.C. 

Dear  Mr.  Speaker:  I  am  pleased  to  submit,  as  required  by  section 
634(g)  of  the  Foreign  Assistance  Act  of  1961,  as  amended,  the  second 
annual  report  on  the  debt  situation  in  the  developing  countries  and  the 
debt  relief  provided  by  the  United  States. 

The  report  provides  a  historical  perspective  of  the  LDC  debt 
situation  as  of  December  1973,  the  latest  date  for  which  complete 
data  are  available.  Additionally,  the  report  reviews  the  balance  of 
payments  trends  of  the  non-oil  LDC's  for  the  period  1973-76,  and  the 
implications  of  these  trends  for  LDC  debt.  The  report  also  contains 
information  on  the  two  major  debt  reschedulings  in  which  the  United 
States  participated  in  fiscal  year  1975. 

I  hope  this  information  will  be  of  use  to  you  and  other  Members  of 
the  House.  Because  of  his  interest  in  this  subject,  I  am  also  sending  a 
copy  of   the   report   to   Congressman   Thomas   Morgan,   Chairman, 
International  Relations  Committee. 
Sincerely, 

William  E.  Simon. 
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SUMMARY  AND  CONCLUSIONS 


External  public  debts  outstanding  of  the  less 
developed  countries  (LDC's)  totalled  $119  billion  at  the 
end  of  calendar  year  1973,  the  latest  year  for  which 
complete  information  is  available.   While  outstanding 
debt  increased  about  20  percent  in  1973,  the  ability  of 
the  LDC's  to  service  their  debt  generally  improved  in  1973 

Export  earnings  of  the  LDC's  were  high  in  1973, 
and  increased  capital  flows  contributed  to  their  better 
overall  positions,  including  a  substantial  accumulation 
of  reserves.   In  fact,  according  to  several  analytical 
measures,  the  external  debt  positions  of  the  LDC's 
improved  in  1973.   For  example,  the  ratio  of  debt  service 
payments  to  exports,  a  ratio  which  is  used  frequently  to 
assess  external  debt  burdens,  decreased  significantly  for 
low  income  countries  between  1972  and  1973. 

The  economic  prospects  for  most  of  the  non-oil 
exporting  LDC's  were  significantly  impaired  by  the 
events  of  late  1973  and  early  1974.   The  sharp  jump  in 
oil  prices  placed  an  immediate  and  extreme  burden  on  the 
balance  of  payments  of  the  non-oil  LDC's,  costing  them 
more  than  an  additional  $10  billion  in  direct  oil  import 
payments.   Higher  food  and  fertilizer  prices  in  1974 
and  the  worldwide  recession  of  1974/1975  also  had  a 
serious  impact  on  the  balance  of  payments  of  many  LDC's, 
although  food  and  fertilizer  prices  did  fall  in  the  second 
half  of  1975. 

Precise  figures  on  the  current  account  balances  of 
the  non-oil  LDC's  for  1975  are  not  yet  available,  thus 
the  following  data  are  only  estimates  and  projections  of 
the  order  of  magnitude  of  these  deficits  for  1975  and 
1976.   The  combined  current  account  deficit  of  88  non-oil 
LDC's  rose  some  $19  billion  from  1973  to  about  $28 
billion  in  1974,  and  rose  again  to  approximately  $37 
billion  in  1975.   Thus,  most  non-oil  LDC's  borrowed 
substantially  more  in  calendar  years  1974  and  1975  than 
they  had  in  the  past  to  finance  these  current  account 
deficits.   For  1976  the  combined  current  account  deficit 
is  estimated  to  fall  by  at  least  $3  billion  to  about 
$34  billion. 

(1) 


is  normal  for  LDC ' s  to  be  net  importers  of 
capital .   This  capital  comes  from  a  variety  of  sources 
consisting  primarily  of  bilateral  loans  and  grants,  aid 
from  multilateral  ir.        ns  ,  private  direct  investment, 
private  credits,  and  official  trade  credits.   Some  of 
these  normal  flows,  such  as  aid  grants  and  most  direct 

sill  not  result  in  increased  debt  service. 
A  substantial  portion  of  the  remaining  normal  flows 
consists  of  long-term  concessional  credits.   These  creti 
often  have  grace  periods  and  will  increase  debt  service 
only  slightly  in  the  next  few  years.   In  1975  these  normal 
capital  flows  were  estimated  at  $25  billion,  leaving  some 
$12  billion  to  be  financed  by  a  drawdown  of  reserves  and 
borrowing  above  normal  long-term  trends. 

For  calendar  1976,  the  financing  problem  of  the  non- 
oil  LDC ' s  as  a  group  will  be  smaller  than  in  1975.   Current 
account  deficits,  while  still  high,  will  be  at  least  $3 
billion  smaller  and  normal  capital  flows  will  be  about  $1 
billion  higher.   Thus  the  requirement  for  reserve  drawdowns 
or  borrowing  beyond  long-term  trend  will  be  about  $8  billion 
or  about  one-third  less  than  that  of  1975. 

In  response  to  their  external  financing  problems, 
many  LDC ' s  have  taken  domestic  policy  measures  that  will 
reduce  their  current  account  deficits  over  the  next  few 
years,  but  with  some  reduction  in  their  growth  rates. 
However,  these  domestic  measures  will  become  effective 
only  after  a  time  lag.   Although  economic  activity  in  the 
developing  countries  is  expected  to  expand  substantially 
in  1976,  there  will  be  lags  in  the  effect  of  this  growth 
on  LDC  export  earnings.   As  the  economic  situation  in  the 
non-oil  LDC ' s  is  expected  to  improve,  it  would  appear  that 
they  will  be  able  to  arrange  for  the  necessary  financing. 

In  calendar  year  1975  some  countries  initiated  pro- 
posals in  the  United  Nations  Committee  on  Trade  and 
Development  (UNCTAD)  for  a  multilateral  debt  moratorium 
or  generalized  debt  rescheduling  for  the  poorest  LDC ' s . 
The  United  States  opposed  this  initiative  as  did  virtually 
all  other  creditor  countries.   The  U.S.  does  not  consider 
a  generalized  debt  rescheduling  or  a  debt  moratorium  to 
be  appropriate  instruments  for  alleviating  the  current 
financial  difficulties  of  the  LDC ' s .   Nor  does  it  deem 
such  actions  to  be  appropriate  instruments  for  providing 
official  assistance  to  the  LDC ' s . 


In  fiscal  1975,  the  U.S.  particpated  in  a 
multilateral  debt  rescheduling  for  India  which  related 
to  developments  the  previous  year.   The  rescheduling 
was  undertaken  under  the  auspices  of  the  World  Bank- 
chaired  Aid-to-india  Consortium.   The  U.S.  share  of 
this  rescheduling  was  $45  million  out  of  a  total  of 
$248  million.   At  the  Aid-to-india  Consortium  meeting 
in  June  1975,  the  U.S.  stated  that  it  would  not  grant 
debt  relief  to  India  in  its  fiscal  year  1976  (April  1, 
1975--March  30,  1976).   Improved  short-term  prospects 
should  enable  India  to  continue  servicing  fully  its 
debt  to  the  U.S.  in  India's  fiscal  year  1977. 

The  U.S.  also  participated  in  a. debt  rescheduling 
for  Chile  under  the  auspices  of  the  "Paris  Club 
Creditors."   The  U.S.  share  of  this  rescheduling  was 
$96  million  out  of  a  total  of  $230  million.   This 
rescheduling  was  undertaken  after  Chile  reached  an 
agreement  with  the  IMF  for  a  stabilization  program 
which  included  an  obligation  by  Chilean  officials  to 
implement  a  number  of  economic  reform  measures 
recommended  by  the  IMF.   The  rescheduling  was  also 
predicated  on  a  recommendation  by  the  IMF  that  debt 
rescheduling  was  appropriate.   The  full  servicing  of 
external  debts  was  beyond  Chile's  financial  capacity 
in  calendar  year  1975. 


II.   THE  DEBT  OUTLOOK  FOR  NON-OIL  LDC ' s 


1 .   Introduction 


The  international  economic  and  financial  events  of 
the  last  two  years,  particularly  the  sharply  increased 
oil  prices,  radically  changed  the  economic  outlook  for 
the  non-oil  developing  countries.   Prior  to  the  oil  price 
increases,  the  external  positions  and  economic  prospects 
of  these  countries  had  been  rapidly  improving.   In  the 
early  1970' s,  their  real  GNP  growth  exceeded  six  percent 
per  annum  and  their  terms  of  trade  had  improved  substan- 
tially.  By  1973,  improved  current  account  positions  and 
increased  capital  inflows  had  contributed  significantly 
to  better  overall  external  positions  for  the  non-oil  LDC ' s 
and  resulted  in  a  substantial  accumulation  of  foreign 
exchange  reserves.   In  general,  the  economic  outlook  for 
the  non-oil  LDC ' s  at  mid-year  1973  appeared  encouraging. 

The  economic  and  financial  prospects  for  most  non-oil 
exporting  developing  countries  were  significantly  impaired 
by  events  of  late  1973  and  early  1974.   Higher  and  con- 
tinually increasing  oil  prices  placed  an  immediate  and 
extreme  burden  on  the  balance  of  payments  of  these  LDC ' s . 
The  subsequent  worldwide  recession  during  calendar  years 
1974  and  1975  decreased  the  demand  for  many  LDC  exports 
and  eroded  commodity  prices,  thus  inhibiting  their  ability 
to  earn  foreign  exchange  and  intensifying  their  balance  of 
payments  problems.   Increases  in  food  and  fertilizer  prices 
in  1974  also  had  a  serious  impact  on  the  balance  of  payments 
in  many  LDC ' s ,  although  these  prices  fell  somewhat  in  1975. 
As  a  result,  most  non-oil  LDC ' s  borrowed  substantially  more 
in  calendar  years  1974  and  1975  than  they  had  in  the  past 
to  finance  their  current  account  deficits. 

This  chapter  evaluates  in  broad  terms  the  ability  of 
non-oil  LDC ' s  to  avoid  debt  servicing  difficulties  in 
calendar  year  1976.   The  discussion  is  divided  into  two 
parts.   The  first  part  reviews  the  debt  situation  of  all 
88  non-oil  LDC's  as  a  group.   The  framework  for  this  dis- 
cussion is  an  analysis  of  the  magnitude  of  the  current 
account  deficits  of  these  88  LDC's  for  calendar  years  1975 
and  1976  and  the  means  by  which  these  deficits  are  financed. 


In  the  second  part  of  this  chapter,  the  situation  of  23 
non-oil  LDC ' s  is  reviewed  in  more  detail.   These  23  LDC ' s 
were  selected  because  they  account  for  a  substantial  portion 
of  the  external  debt,  combined  current  account  deficits,  and 
volume  of  trade  of  all  non-oil  LDC ' s .   They  also  reflect  the 
broad  spectrum  of  economic  conditions  in  the  entire  group. 
For  purposes  of  exposition,  the  23  non-oil  LDC ' s  are  divided 
into  five  groups. 

2 .   Definitions,  Assumptions,  and  Forecasting  Methodology 

Two  important  definitions  used  in  this  chapter  must  be 
stated  explicitly  at  the  outset.   First,  LDC's  are  defined 
as  the  less-developed  countries  in  Latin  America,  Africa, 
Asia  and  the  Middle  East  that  are  not  members  of  OPEC.   By 
definition,  all  European  countries,  all  Communist  countries, 
and  all  non-members  of  the  IMF  are  excluded  from  this 
analysis.   Israel  and  some  oil-exporting  countries  that 
are  not  members  of  OPEC  are  included.   Second,  the  current 
account  deficit  is  defined  as  the  balance  on  goods,  services 
and  private  transfers  (before  grant  aid) .   For  the  purpose 
of  this  analysis,  grant  aid  is  considered  a  capital  trans- 
action, along  with  loans,  direct  investment,  etc. 

The  underlying  assumptions  for  the  1976  forecast  of 
current  account  deficits  are: 

(a)  the  price  of  oil  will  not  change  during  the  year; 

(b)  the  OECD  countries  will  increase  their  total  GNP 
by  about   4  percent  in  real  terms  for  the  year; 
and 

(c)  the  terms-of -trade  for  LDC's  will  not  change. 

Two  approaches  were  used  to  forecast  the  1976  current 
account  deficit  of  the  88  LDC's.   First,  the  balances  of 
23  LDC's  were  projected  individually,  and  then  combined  with 
an  estimated  figure  for  the  remaining  65  LDC's.   Second, 
the  aggregate  current  account  for  OPEC  countries,  developed 
countries,  and  Communist  countries  was  estimated,  leaving 
the  LDC  deficit  as  a  residual.   The  two  estimates  were 
compared  and  found  to  be  consistent. 


3.   LDC  Current  Account  Deficits  and  the  Pattern  of 
Financing;  1972-1976 

(a)  1972-1973 

The  current  account  deficit  of  the  88  non-oil 
LDC's  amounted  to  about  $9  billion  both  in  1972  and  1973. 
In  the  context  of  historical  trends,  deficits  of  this  size 
or  even  more  were  normal  for  these  LDC's  as  they  have  a 
shortage  of  capital  relative  to  the  industrial  countries 
and  are  normally  net  importers  of  capital.   No  particular 
financing  difficulties  were  encountered.   In  fact,  the 
LDC's  added  $15  billion  to  their  foreign  exchange  reserves 
in  these  two  years. 

"Normal"  capital  flows  to  the  LDC's  consist  mainly 
of  bilateral  aid,  aid  from  multilateral  institutions,  and 
private  direct  investment.   In  addition,  they  include  net 
inflows  of  private  supplier  credits  and  government-sponsored 
export  credits,  both  of  which  tend  to  increase  as  the  volume 
of  trade  increases.   Finally,  they  include  a  certain  amount 
of  other  credits  provided  by  private  capital  markets.   These 
private  flows  are,  however,  subject  to  greater  annual  fluc- 
tuations than  the  other  normal  flows. 

(b)  1974-1975 

As  a  result  of  the  precipitous  increase  in  world 
oil  prices  and  the  recession  among  the  industrial  countries, 
the  aggregate  deficit  increased  sharply  to  about  $28  billion 
in  1974  and  reached  an  estimated  $37  billion  in  1975.  Indi- 
cations are  that  the  aggregate  deficit  will  fall  by  at  least 
$3  billion  to  around  $34  billion  in  1976.* 

The  large  deficits  of  1974  and  1975  were  financed 
without  disrupting  existing  institutional  arrangements. 
However,  as  in  the  case  of  developed  countries,  LDC  growth 
rates  on  the  whole  fell.   In  some  cases,  import  restric- 
tions were  imposed  to  contain  the  size  of  the  current 
account  deficits.   The  financing  of  these  deficits  was 
made  possible  by  normal  capital  flows  and  by  the  use  of 
new  or  enlarged  sources  of  external  capital .   Increased 
flows  of  private  capital  were  principally  in  the  form  of 
supplier  credits  and  Euro-borrowings. 

*This  estimate  of  the  1975  deficit  is  subject  to  a  margin 
of  error  of  at  least  5  percent,  and  the  forecast  for  1976  ' 
must  be  considered  even  more  uncertain.   Whatever  the  actual 
figures,  there  is  clear  evidence  of  a  smaller  overall  deficit 
for  non-oil  LDC's  in  1976  than  in  1975. 
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For  calendar  year  1975,  it  is  estimated  chat 
normal  capital  flows  to  non-oil  LDC ' s  were  on  the  order 
of  $25  billion.   This  estimate  is  comprised  of  the  following 
elements : 

Bilateral  grants  and  loans 

Multilateral  grants  and  loans 

Grants  and  loans  from 

centrally-planned  economies 

Official  trade  credits 

Direct  private  investment 

Private  credit 

OPEC  loans  and  grants 

TOTAL 

Thus,  in  1975,  $25  billion  of  the  estimated  $37 
billion  combined  current  account  deficit  of  the  non-oil 
LDC's  was  financed  by  these  normal  flows.   The  balance, 
approximately  $12  billion,  was  financed  by  extraordinary 
means : 

$2  billion  by  IMF  credit  (including  the 
oil  facility) 

$3  billion  by  a  drawdown  of  reserves, 
and  about 

$7  billion  from  the  private  sector  in 
excess  of  normal  private  capital  flows. 
Most  of  the  private  sector  capital  was 
in  the  form  of  commercial  bank  loans , 
including  Euro-currency  credits. 

Most  of  the  private  bank  credit  in  1975  went  to 
a  few  large  borrowers  such  as  Brazil,  Mexico,  and  South 
Korea.   These  large  borrowers  have  well-established  credit 
ratings  and  were  generally  able  to  obtain  the  amounts  they 
needed  without  difficulty.   Even  some  countries  which  ex- 
perienced major  problems  in  1975,  such  as  Argentina  and 
Chile,  were  able  to  obtain  significant  amounts  of  additional 
credit  in  1975. 


(c)   1976 

For  calemi         1976,  the  combined  curri 
account  deficit  of  the  non-oil  LDC ' s  Ll  J  to  decline 

by  at  least  $3  billion  to  approximately  $34  billion.   A 
current  account         of  this  magnitude  probably  cannot 
be  sustained  indefinitely.   Most  LDC ' s  have  already  taken 
domestic  policy  measures  that  will  reduce  their  cur: 
account  deficits  in  1976  and  in  the  following  years. 
The  benefits  for  their  balance  of  payments  from  these 
domestic  measures  and  the  benefits  of  increased  LDC 
exports  from  the  recovery  of  the  developed  countries  should 
be  effective  after  a  short  time  lag.   In  many  cases, 
the  LDC ' s  have  had  to  reduce  their  growth  rates  in  order 
to  avoid  payments  problems  which  could  lead  eventually  to 
debt  service  problems . 

Most  LDC's  are  expected  to  be  able  to  manage 
the  financing  of  their  current  account  deficits  in  1976 
for  the  following  reasons.   First,  the  foreign  exchange 
reserve  position  of  the  non-oil  LDC's  as  a  group  is  good. 
At  the  end  of  calendar  year  1975,  these  reserves,  which 
were  not  used  as  a  major  source  for  financing  the  previous 
years'  deficits,  totalled  about  $27  billion.   The  1975 
reserves  were  sufficient  to  cover  an  average  of  2-1/2  to 
3  months  of  imports.   In  1976,  reserves  could  be  drawn 
down  by  as  much  as  $2-$3  billion  and  leave  the  non-oil 
LDC's  with  about  2-1/2  months  import  coverage,  an  amount 
which  is  not  inordinately  low.   Second,  the  financing 
problem  of  the  LDC's  as  a  group  will  be  smaller  in  1976 
than  it  was  in  1975.   The  detailed  country  analysis 
indicates  a  decline  in  the  non-oil  LDC  current  account 
deficit  of  at  least  $3  billion  to  $34  billion  in  1976. 
Third,  with  an  expected  increase  in  bilateral  grants  and 
long-term  loans,  the  normal  capital  flows  will  be  at  least 
$1  billion  larger  than  in  1975.   After  normal  capital 
flows  are  used,  the  amount  of  the  current  account  deficit 
to  be  financed  by  a  combination  of  reserve  drawdown,  IMF 
credit,  and  private  bank  loans  is  on  the  order  of  $8  billion 
This  is  about  $4  billion,  or  one-third,  less  than  in  1975. 
The  LDC's  should  be  able  to  maintain  their  access  to 
private  credit  markets  and,  thus,  most  of  this  $8  billion 
net  new  financing  seems  to  be  within  the  capability  of  the 
private  capital  markets,  even  though  the  developed 
countries  are  expected  to  increase  their  demand  for 
private  capital. 


Should  sufficient  funds  not  be  available  for  some 
countries  through  normal  capital  flows,  private  borrowing 
or  reserve  reduction,  the  resources  of  the  International 
Monetary  Fund  may  be  drawn  upon  by  countries  experiencing 
temporary  financing  problems.   The  availability  of  IMF 
funds  has  been  expanded  by  recent  decisions  of  the 
IMF  Interim  Committee  and  Executive  Board.   These 
expanded  resources  include  a  temporary  45  percent 
increase  in  each  member's  access  to  IMF  regular 
credit,  the  establishment  of  a  Trust  Fund  to  channel 
the  profits  on  the  sale  of  1/6  of  the  IMF's  gold 
(25  million  ounces)  to  the  poorest  countries  on 
concessional  terms  over  four  years,  and  the  liberal- 
ization of  the  IMF's  Compensatory  Financing  Facility. 

IMF  financing  is  not  a  permanent  solution  to  the 
problems  caused  by  the  oil  price  increase  for  the  LDC ' s . 
IMF  programs  are  designed  to  provide  temporary  financing 
to  countries  that  have  short-term  financial  problems  so 
that  the  countries  can  make  the  necessary  internal  adjust- 
ments.  As  the  oil  price  increases  do  not  appear  to  be 
short-term,  the  facilities  of  the  IMF  are  not  appropriate 
to  handle  the  problems  associated  with  these  increases, 
and  countries  will  have  to  take  the  necessary  adjustment 
measures. 

Expanded  IMF  access  will  also  enhance  the  ability 
of  the  more  developed  LDC's  to  obtain  the  private  credit, 
which  will  continue  to  be  their  principal  source  of 
financing.   The  availability  of  IMF  financing  and  the 
policy  conditions  attached  to  use  of  Fund  resources  will 
increase  the  private  sector's  confidence  in  a  country's 
ability  to  maintain  its  creditworthiness. 
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4.   The  Situation  of  23  Non-oil  LDC ' s 

If  there  are  LDC  balance  of  payments  and  debt  problems 
in  calendar  year  1976.  these  problems  will  be  associated 
with  individual  countries,  rather  than  the  LDC ' s  as  a  whole. 
The  situation  of  23  LDC's  was  selected  for  more  detailed 

Together  these  LDC's  account  for  about  75  percent 
of  the  trade  of  all  non-oil  LDC's  that  are  members  of  the 
IMF,  and  they  owe  more  than  85  percent  of  the  long-term 
external  public  debt  of  all  non-oil  LDC's.   As  a  group, 
these  countries  had  a  combined  current  account  deficit  in 
1975  amounting  to  about  $30  billion,  compared  with  about 
$37  billion  for  all  88  non-oil  LDC's.   For  1976,  the  deficit 
for  these  23  countries  is  projected  to  be  about  $27  billion 
of  the  $34  billion  estimate  for  all  non-oil  LDC's. 

The  23  countries  can  be  divided  into  five  groups  with 
distinctive  characteristics.   Countries  in  the  first  four 
groups  should  be  able  to  manage  their  deficits  in  1976 
without  debt  servicing  problems.   However,  some  countries 
in  the  last  group  may  be  vulnerable  to  balance  of  payments 
difficulties  and  debt  servicing  problems  if  they  fail  to 
take  necessary  policy  measures  or  if  they  experience  un- 
expected reverses  in  weather  or  other  factors  outside  their 
control . 

The  first  group  of  countries  consists  of  LDC's  that 
do  not  have  unusually  large  balance  of  payments  deficits 
and  they  should  not  incur  debt  servicing  problems.   They 
are:   Thailand,  Taiwan,  Singapore,  Malaysia,  Colombia,  and 
Morocco.   These  countries  have  generally  followed  sound 
and  flexible  policies.   Generally,  they  have  been  able  to 
attract  direct  investment  on  a  continuing  basis  and  have 
reserves  to  draw  upon.   They  have  low  debt-service  ratios 
and  have  been  able  to  borrow  in  the  private  capital  market . 
In  some  cases,  these  countries  have  not  suffered  declines 
in  their  terms  of  trade,  and  their  deficits  did  not  in- 
crease greatly  in  1974  and  1975,  although  growth  rates  may 
have  fallen  significantly  in  some  cases.   The  deficits  of 
this  group  of  countries  are  calculated  to  be  about  $4.1 
billion  in  1975  and  $3.2  billion  in  1976. 
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The  second  group  consists  of  only  two  countries: 
Egypt  and  Israel   These  two  countries  face  large  deficits 
in  1975  and  1976:   $6.2  billion  and  $5.7  billion  re- 
spectively.  These  countries  depend  on  large  amounts  of 
bilateral  official  capital  from  DAC  and  OPEC  countries  to 
finance  their  balance  of  payments  deficits. 

The  third  group  of  countries  consists  of  Ghana, 
Bangladesh,  India,  and  Pakistan.   This  is  the  only  group 
that  is  expected  to  have  a  slightly  higher  current 
account  deficit  in  1976  than  in  1975,  $3.9  billion 
compared  with  $3.7  billion.   The  growing  deficits  of 
these  countries  are  a  major  source  of  concern  since  the 
debt  service  ratios  of  many  of  these  countries  are 
relatively  high,  around  20  percent.   As  these  countries 
lack  access  to  private  capital  markets  and  cannot  afford 
to  borrow  on  market  terms,  aid  donors  are  devoting  a  great 
deal  of  attention  to  their  problems.   They  will  be  among 
the  primary  beneficiaries  of  the  new  IMF  Trust  Fund  and 
are  also  receiving  increased  bilateral  and  multilateral 
aid. 

The  economic  outlook  for  India  and  Pakistan,  two 
countries  that  have  been  recipients  of  substantial  debt 
rescheduling  in  recent  years,  is  guardedly  optimistic 
for  1976.   There  are  some  encouraging  signs  that 
Pakistan  may  be  overcoming  its  economic  stagnation  of 
the  past  two  years.   Nevertheless,  serious  economic 
problems  remain,   Pakistan's  trade  deficit  is  projected  to 
be  about  $1.2  billion  in  1976  and  it  is  expected  to  rely 
on  external  borrowing  to  finance  the  deficit.   This 
borrowing  will  increase  its  future  debt  service 
obligations.   Given  the  four-year  (1974-1978)  debt 
relief  agreement  concluded  with  the  member  countries  of 
the  Aid  to  Pakistan  Consortium  in  June  1974,  however, 
Pakistan  should  be  able  to  avoid  debt  servicing 
difficulties  in  1976. 

India's  short-term  economic  prospects  have 
improved.   The  best  monsoon  rains  in  five  years  have 
produced  a  record  grain  harvest.   Strict  monetary 
controls  have  reduced  inflation  dramatically  in 
calendar  year  1975,  and  the  large  harvest  will  also 
help  moderate  inflationary  pressures.   Heavy  foreign 
borrowing  will,  however,  still  be  required  to  finance 
a  1976  projected  trade  deficit  of  about  $1.5  billion. 
Despite  the  increased  foreign  debt,  it  appears  that  India 
should  be  able  to  avoid  debt  service  problems  in  1976. 


The  fourth  group  of  countries  includes  Brazil, 
:co,  and  South  Korea .   This  group  of  countries  . 

nguished  from  those  in  the  first  group  primarily  by 
the  size  of  their  deficits  and  the  large  extent  to 
which  they  have  already  borrowed  from  the  private 
capital  market.   Together,  they  account  for  more  than  a 
third  of  the  aggregate  deficit  of  the  23  LDC ' s ,  $11.9 
billion  in  1975  and  $10.9  billion  in  1976.   While  ti 
are  sizeable  deficits,  these  countries  possess  the  most 
productive  and  diversified  economies  among  the  LDC ' s . 
Although  they  have  stepped  up  their  borrowing  from 
private  sources  significantly  in  1974  and  1975,  and  as 
a  result  have  pushed  up  their  previously  high  debt  service 
ratios,  they  continue  to  be  considered  creditworthy  by 
private  lending  institutions.   Moreover,  the  exports  of 
these  countries  are  likely  to  respond  quickly  to  renewed 
growth  among  the  industrial  countries.   They  should  be  able 
to  finance  their  projected  deficits  and  avoid  debt  servicing 
difficulties  in  1976.   If,  however,  countries  in  this 
group  are  not  able  to  raise  the  necessary  external 
finance  to  cover  their  current  account  deficits,  they 
are  capable  of  adjusting  their  policies  to  close 
balance  of  payments  gaps--mainly  by  lowering  growth 
rates.   This  group  warrants  continued  attention  since 
they  have  large  private  debts  and  any  debt  management 
problems  could  have  an  adverse  impact  on  private  capital 
markets . 

The  fifth  group  of  countries  includes:   Argentina, 
Bolivia,  Chile ,  Peru ,  Uruguay,  Zaire,  Zambia,  and  the 
Philippines.   Most  countries  in  this  group  have  high 
debt  service  ratios  and  some  have  special  problems. 
Some  are  highly  dependent  on  a  single  export  product  like 
copper,  the  price  of  which  has  dropped  precipitously  in 
the  past  eighteen  months  to  unusually  low  levels.   Some 
face  internal  problems  that  limit  their  policy  options. 
Others  are  feeling  the  effects  of  unwise  economic  policy 
decisions.   As  a  group,  the  deficits  of  these  countries 
amounted  to  $4.3  billion  in  1975  and  are  expected  to 
decline  to  $3.6  billion  in  1976.   Nevertheless,  with 
somewhat  more  favorable  external  developments  and  the 
absence  of  any  internal  setbacks,  these  countries  should 
be  able  to  manage  their  deficits  in  1976,  and  avoid  debt 
servicing  problems.   Developments  in  these  countries  need 
to  be  watched  very  closely. 
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5 .  Remaining  Non-oil  LDC ' s 

The  combined  current  account  deficit  for  1976  of  the 
remaining  65  non-oil  LDC ' s  is  projected  at  $6.7  billion, 
an  amount  which  represents  virtually  no  change  from  the 
$6.8  billion  estimated  for  1975.   Thirty  five  LDC ' s  or 
approximately  one-half  of  the  countries  in  this  group,  are 
classified  as  MSA's.   The  magnitude  of  the  projected 
current  account  deficits  of  these  MSA's  is  not  great 
because  their  economies  and  volume  of  international  trade 
are  small.   Their  access  to  the  IMF  Trust  Fund,  combined 
with  some  reallocation  in  aid  from  donor  countries  and 
financial  institutions,  should  enable  these  countries  to 
manage  their  economic  affairs  in  calendar  year  1976  with- 
out incurring  serious  debt  service  problems . 

The  remaining  30  nonroil  LDC's  would  tend  to  be 
distributed  among  the  various  groups  identified  above. 
For  example,  the  Latin  American  and  African  coffee  export- 
ing countries  would  fall  in  group  1  as  coffee  prices 
continue  to  be  relatively  high. 

6.  Beyond  1976 

Projections  beyond  1976  are  difficult  to  make.   If  for 
example,  countries  should  be  afflicted  by  sudden  droughts, 
floods  or  internal  strife,  or  if  unexpected  bottlenecks 
develop  which  would  impede  these  countries'  exports,  the 
outlook  would  be  less  optimistic.   However,  two  general 
observations  may  be  made.   First,  the  recent  increase  in 
foreign  indebtedness  will  tax  countries'  export  earnings 
more  heavily  in  future  years  than  has  been  the  case  in  the 
past.   This  is  particularly  true  for  those  countries  which 
have  borrowed  heavily  on  commercial  terms .   Thus  several 
countries  may  have  to  make  adjustments  to  cope  with 
accelerating  debt  service  burdens  in  the  next  3-5  years. 
The  result  may  be  that  they  will  have  to  accept  lower  growth 
rates  unless  they  secure  large  increases  in  export  earnings 
and  internal  savings  so  as  to  reduce  their  reliance  on 
external  finance.   Secondly,  the  LDC's  have  not  undertaken 
massive  drawdowns  of  their  international  reserves.   In 
fact,  very  few  LDC's  have  drawn  more  than  their  first 
credit  tranche  in  the  IMF.   Many  LDC's  have  probably 
maintained  reserve  levels--now  sufficient  to  cover  at  least 
2-1/2  months  of  aggregate  imports--to  maintain  their 
creditworthiness  for  private  borrowing.   The  liberali- 
zation of  access  to  IMF  ordinary  credit  and  to  the 
Compensatory  Financing  Facility  along  with  the  establish- 
ment of  the  Trust  Fund  should  help  take  pressure  off 
reserves  and,  thereby,  facilitate  additional  private 
borrowing  by  many  LDC's. 
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III.   A  SUMMARY  OK  THE  uDC  DEBT  SITUATION 
AS  OF  DECEMBER  31,  19  - 

1 .   Introduction 

In  contrast  to  Chapter  II  which  focused  on  the 
debt  outlook  for  the  non-oil  LDC's  for  calendar  year 
1976.  this  chapter  provides  an  historical  perspective 
of  the  LDC  external  debt  situation  as  of  December  31 , 
1973,  the  latest  date  for  which  complete  data  are 
available.   The  LDC's  prospered  in  1973.   High  export 
earnings  and  increased  capital  flows  contributed  to 
their  better  overall  external  positions  and  resulted 
in  a  substantial  accumulation  of  reserves. 

This  chapter  sets  forth  the  external  debt  data  of 
LDC's  as  of  December  31,  1973,  according  to  the  insti- 
tutions providing  the  loans  to  LDC's  and  the  LDC's 
receiving  these  loans.   Also,  the  data  are  presented 
for  LDC's  as  divided  into  income  groups  and  are  dis- 
cussed with  regard  to  three  ratios  that  are  used 
frequently  to  assess  their  debt  burdens. 

A  review  of  LDC  debt  obligations  to  the  United 
States  government  and  the  government's  debt  "Early 
Warning  System"  is  also  presented  in  this  chapter. 

Several  definitions  underlie  the  data  in  this 
chapter. 

--  External  public  debts,  or  "official  debts", 
are  debts  which  are  contracted  or  guaranteed 
by  the  public  sector  of  the  debtor  country 
and  are  owed  in  foreign  currency  to  creditors 
outside  the  debtor  country.   Such  debts  have 
an  original  or  extended  maturity  of  over  one 
year.   The  public  sector  includes  the  national 
government,  any  of  its  political  subdivisions 
or  agencies,  or  autonomous  public  bodies. 

--  Debt  outstanding  includes  the  principal  both 
on  disbursed  ana  undisbursed  funds  (amounts 
not  yet  drawn  by  the  recipient)  and  is  net  of 
past  repayments. 
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The  country  debt  data  are  drawn  from  the 
Annual  Report  of  the  World  Bank  and  the  World  Bank's 
World  Debt  Tables,  as  reported  to  the  Bank  by  86 
developing  countries.   As  the  data  consist  only  of 
public  sector  debts,  they  may  understate  a  country's 
total  external  debt  picture  because  they  do  not  include 
debts  incurred  solely  by  private  sector  enterprises 
of  the  LDC's. 

2.  Debt  Outstanding  1973 

At  the  end  of  calendar  year  1973,  the  value  of 
the  stock  of  outstanding  external  debt  of  86  devel- 
oping countries  covered  in  the  debt  reporting  system 
of  the  World  Bank  was  $119  billion.   Table  1  shows 
that  bilateral  official  lending  was  the  largest  com- 
ponent of  this  total,  followed  by  private  lending 
and  multilateral  lending.   This  pattern  of  lending 
did  not  change  significantly  in  the  period  1971-1973. 

The  $119  billion  outstanding  debt  of  LDC's 
represents  an  increase  of  $19  billion,  or  about 
20  percent,  compared  to  the  amount  outstanding  at 
the  end  of  1972.   This  is  higher  than  the  16  percent 
average  increase  recorded  in  the  period  1970-1972. 
Excluding  undisbursed  debt,  the  value  of  LDC  out- 
standing debt  was  $83  billion  at  the  end  of  1973 
compared  to  $72  billion  at  the  end  of  1972. 

3.  Distribution  of  LDC  External  Debt 

For  a  number  of  years,  a  small  number  of 
countries  has  accounted  for  a  large  proportion 
of  the  recorded  debt.   In  calendar  year  1973,  five 
developing  countries,  India,  Brazil,  Iran,  Mexico, 
and  Indonesia,  accounted  for  35  percent  of  total  LDC 
debt.   Seven  countries,  Algeria,  Israel,  Korea,  Turkey, 
Argentina,  Pakistan,  and  Chile  together  owed  25  percent 
of  the  total.   In  sum,  12  of  the  86  developing  countrie! 
accounted  for  about  60  percent  of  recorded  LDC  debt 
in  1973. 
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Table  1 


EXTERNAL  PUBLIC  DEBT  OF 

86  DEVELOPING  COUNTRIES 

AS  OF  pEcEM&Eft  31  19H 

(in  $  million) 


Bilateral  Official 
Multilateral 
Private i 

Suppliers 

Banks 

Other 

TOTAL 


(Note :   Comprises  undisbursed  and  disbursed 
debt  outstanding  of  over  one-year 
original  maturity.) 


Source:  World  Bank 


Percent 

Amount 

of  Total 

$56.3 

47 

24.1 

20 

38.5 

33 

(12.8) 

(11) 

(17.8) 

(15) 

(  7.9) 

(  7) 
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Table  2  presents  the  external  debt  of  each  of 
the  86  developing  countries  for  1972  and  1973,  as 
grouped  according  to  income  levels.   In  1973,  the 
oil  producing  and  higher  income  countries  accounted 
for  $75  billion,  or  about  60  percent  of  the  total, 
a  rise  from  $64  billion,  or  about  65  percent,  in 

1972.  The  debt  of  medium  income  countries  rose  from 
$13  billion  in  1972  to  about  $16  billion  in  1973, 

an  increase  of  23  percent.   The  debts  of  the  lower 
income  countries  increased  from  $23  billion  in  1972 
to  $27  billion  in  1973,  an  increase  of  only  17  percent. 
When  recorded,  the  data  for  calendar  years  1974  and 
1975  are  expected  to  show  that  the  oil  producing 
countries  were  no  longer  accumulating  debt  at  pre- 
vious rates,  while  the  non-oil  countries  increased 
their  debt  significantly.   This  reflects  the  fact 
that  many  non-oil  LDC's  borrowed  heavily  to  finance 
large  balance  of  payments  deficits. 

The  external  public  debt  of  those  countries 
designated  as  "Most  Seriously  Affected"  (MSA's) 
by  the  United  Nations  was  just  under  $30  billion 
as  of  December  31,  1973.   This  amount  represented 
an  increase  of  $3.8  billion,  or  15  percent,  compared 
to  the  $26  billion  of  MSA  debt  outstanding  at  the 
end  of  1972.   About  90  percent  of  the  debt  outstanding 
in  1973  and  90  percent  of  the  increase  between  1972 
and  1973  was  provided  by  bilateral  official  and  multi- 
lateral institutions.   Within  the  total  MSA  debt  for 

1973,  three  countries—India  ($12.4  billion),  Pakistan 
($5.2  billion),  and  Egypt  ($2.3  billion) --account  for 
two- thirds  of  the  total. 

4.   The  Debt  Service  Ratio 

One  indicator  which  has  been  used  widely  to 
provide  a  rough  estimate  of  the  debt  burden  of  a 
country  is  the  debt  service  ratio.   This  is  the  ratio 
of  annual  external  debt  service  to  annual  earnings 
from  exports  of  goods  and  services.   This  ratio 
indicates  the  percentage  of  export  earnings  which 
are  expended  to  service  external  debt  in  a  given 
year.   A  ratio  of  20  percent  or  more  may  indicate 
a  rather  heavy  debt  burden  and  potential  difficulties 
in  servicing  external  debt.   Moreover,  if  the  ratio 
increases  sharply  to  this  level,  it  could  signify 
the  onset  of  a  potentially  serious  foreign  exchange 
problem. 
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Table  2 


.  1  EXTERNAL  DEBT  OF  86  DEVELOPING  COUNTRIES 
1972  and  1973 


(In  $  Million) 
Oil  Producing  Countries      1972 


1973 


Change 


Algo: 

2,827.0 

4,788.9 

1,961.9 

Ecuador 

466.4 

549.0 

82.6 

Gabon 

202.8 

393.1 

190.3 

Indonesia 

5,118.1 

6,616.4 

1,498.3 

Iran 

5,928.0 

7,047.0 

1,119.0 

Iraq 

460.0 

736.8 

276.8 

Si  }er  1a 

1,035.2 

1.101.2 

66.0 

jela 

1,62 

1,901.2 

272.1 

Total 

17,666.6 

23,133.6 

5,467.0 

Percent  of 

Total 

17.7 

19.5 

28.7 

Hiqh  Inccxe  Countries 

1972 

1973 

Change 

Argentina 

3,575.8 

3,599.1 

23.3 

:urkey 

3,3 

3,778.1 

413.7 

Brazil 

7,746.7 

9,296.7 

1,550.0 

Chile 

3,364.9 

3,327.0 

-37.9 

China 

1,593.6 

1,813.2 

219.6 

Colombia 

2,292.5 

2,721.8 

429.3 

Costa  Rica 

275.0 

340.9 

65.9 

Cypruss 

73.4 

79.1 

5.7 

::an  Republic 

317.4 

430.4 

113.0 

Fi]i  Islands 

29.9 

64.7 

34.8 

Greece 

1,744.0 

2,250.1 

506.1 

Guatemala 

199.8 

192.3 

-7.5 

Guyana 

w 

204.4 

228.7 

24.3 

Israel 

3,863.6 

4,766.1 

902.5 

:  :ca 

335.2 

458.9 

123.7 

Malaysia 

979.0 

1,119.6 

140.6 

Malta 

21.8 

22.5 

.7 

Mexico 

4,842.1 

7,031.1 

2,189.0 

Nicaragua 

306.1 

487.1 

181.0 

Panama 

453.4 

669.3 

215.9 

Peru 

1,666.8 

2,151.2 

484.4 

Singapore 

436.7 

525.7 

89.0 

Spain 

2,064.2 

1,980.3 

-63.9 

Trinadad  & 

Tobago 

134.3 

182.7 

48.4 

Tunisia 

1,091.1 

1,265.8 

174.7 

Uruguay 

492.8 

453.3 

39.5 

Yugoslavia 

3,C40.7 

2,443.0 

597.7 

787.4 

966.9 

179.5 

Total  High 

Income 

297.0 

52,645.6 

8,611.6 

Percent  of 

Total 

42.2 

41.3 

36.8 
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Table    2    (cont'd) 


Middle  Income  Countries 

1972 

1973 

Change 

Bolivia 

763.6 

770.5 

6.9 

Cameroon 

301.5 

418.0 

116.5 

Peoples  Republic  Congo 

318.0 

355.5 

37.5 

Egypt 

2 

,040.9 

2,325.4 

284.5 

El  Salvador 

156.3 

193.6 

37.3 

Ghana 

624.7 

666.8 

42.1 

Honduras 

169.9 

207.2 

37.3 

Ivory  Coast  * 

699.8 

882.9 

183.1 

■Jordan 

221.6 

323.0 

101.4 

Republic  Korea 

3 

,633.4 

.4,413.1 

779.7 

Liberia 

179.4 

196.0 

16.6 

Mauritius 

90.0 

99.5 

9.5 

Morocco 

1 

,112.4 

1,244.9 

132.5 

Papua  New  Guinea 

184.5 

274.8 

90.3 

Paraguay 

183.4 

212.3 

28.9 

Philippines 

1 

,275.4 

1,376.2 

100.8 

Senegal 

191.0 

347.2 

156.2 

Swaziland 

36.6 

34.7 

-1.9 

Syrian 

510.4 

435.5 

-74.9 

Thailand 

661.7 

750.0 

88.3 

Botswana 

78.3 

162.4 

-  84.1 

Total  Middle  Income 

13 

,432.8 

15,689.5 

2,410.3 

Percent  of  Total 

16.9 

16.4 

14.0 

Lower  Income  Countries 

1972 

1973 

Change 

Afghanistan 

773.8 

973^5 

199.7 

Haiti 

48.8 

71.2 

22.4 

Bangladesh 

333.5 

835.5 

502.0 

Burma 

305.6 

417.4 

111.8 

Burundi 

8.1 

8.6 

.5 

Central  African  Republic 

61.8 

71.9 

10.1 

Chad 

27.2 

55.3 

28.1 

Dahomey 

90.7 

137.5 

46.8 

East  African  Conun. 

263.6 

305.1 

41.5 

Ethiopia 

359.8 

437.6 

77.8 

Gambia 

14.6 

12.7 

-1.9 

Viet  Nam 

95.8 

172.8 

77.0 

India 

11 

,652.8 

12,365.8 

713.0 

Kenya 

510.3 

596.1 

85.8 

Lesotho    v 

8.3 

12.8 

4.5 

Malagasy  Republic 

140.7 

198.9 

58.2 

Malawi 

231.2 

267.0 

35.8 

Mali 

324.0 

399.3 

75.3 

Mauritania 

82.3 

92.0 

9.7 

Niger 

70.2 

116.7 

46.5 

Pakistan 

4 

,646,5 

5,151.2 

504.7 

Rwanda 

14.2 

43.1 

28.9 

Sierre  Leone 

100.5 

122.7 

22.2 

Somalia 

231.8 

267.7 

35.9 

Sri  Lanka 

671.9 

636.1 

35.8 

Sudan 

382.1 

550.1 

168.0 

Tanzania 

645.9 

739.9 

;48.0 

Togo 

46.0 

163.2 

117.2 

Uganda 

214.5 

235.2 

20.7 

Upper  Volta 

41.2 

119.5 

73.3 

Zaire 

762.6 

1,519.1 

756.5 

Total  Lower  Income 

23 

,160.3 

27,078.3 

3,912.2 

Percent  of  Total 

23.2 

22.8 

20.5 

Overall  Total 

99 

,556.7 

118,547.0 

20,401.1 

Source:      Wcrld   Bank 
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This  ratio  has  been  criticized  on  the  grounds 
that  it  may  overstate  or  understate  the  debt  burden 
of  a  country.   The  ratio  may  understate  the  situation 
as  it  excludes  payments  arising  from  private  sector 
debts.   The  ratio  can  overstate  the  debt  burden,  both 
because  it  fails  to  reflect  the  fact  that  the  real 
burden  of  debt  service  payments  is  reduced  by  inflation 
and  because  it  does  not  take  into  account  a  country's 
export  growth  potential.   In  some  instances,  a  high 
debt  service  ratio  may  cause  unnecessary  alarm, 
particularly  if  the  country  in  question  employs  sound 
economic  policies,  maintains  a  good  credit  rating, 
and  borrows  heavily  from  private  sources.   Notwith- 
standing these  shortcomings,  the  debt  service  ratio 
is  widely  used  by  financial  analysts. 

Table  3  shows  that  the  average  debt  service 
ratio  for  the  86  developing  countries  was  9.4  percent 
in  calendar  year  1973,  compared  to  10.1  pecent  in 
1972.   By  income  grouping,  the  debt  service  ratios 
for  calendar  year  1973  show  that  the  ratio  was  12.2 
percent  for  low  income  countries,  9.8  percent  for 
high  income  countries,  and  8.9  percent  for  middle 
income  countries.   While  the  ratio  for  high  income 
countries  in  1973  was  virtually  unchanged  from  1972, 
the  ratios  for  middle  and  low  income  countries  showed 
a  substantial  decline  compared  to  1972. 

Table  4  ranks  countries  by  debt  service  ratio 
and  shows  that  in  calendar  year  1973  seven  countries 
had  debt  service  ratios  in  excess  of  20  percent. 
These  countries  account  for  about  one-third  -of  the 
debt  service  payments  for  the  86  developing  countries 
and  only  India  is  classified  as  an  MSA.   However, 
India's  ratio  at  20.1  percent  in  1973  was  down  from 
28  percent  in  1970,  in  part  owing  to  an  increasing 
proportion  of  debt  payments  rescheduled  in  the  period 
1970-1973.   The  five  countries  with  debt  service 
ratios  between  15  and  20  percent  account  for  9  percent 
of  the  total  debt  service  payments  of  the  86  developing 
countries  and,  of  these  countries,  only  Pakistan  is 
classified  as  an  MSA.   Pakistan's  debt  service  ratio 
was  just  over  16  percent  in  1973,  compared  to  24  percent 
in  1970.   This  reduction  reflects  a  series  of  Pakistan's 
debt  reschedulings  associated  with  the  events  of  1971 
in  that  country,  and  the  subsequent  division  into  two 
sovereign  states,  Pakistan  and  Bangladesh.   Pakistan's 
debt  service  ratio  may  be  further  reduced  as  the  final 
rescheduling  of  1974  calls  for  partially  relieving 
Pakistan  of  debt  service  payments  falling  due  in  the 
years  1974-1978. 
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Table  3 


DEBT  SERVICE  RATIOS 
OF  DEVELOPING  COUNTRIES 


1970-1973 


1970   1971 


1972 


1973 


All  Developing  Countries 
Oil  Exporting  Countries 
Higher  Income  Countries 
Middle  Income  Countries 
Lower  Income  Countries 


10.1 

10.0 

10.1 

9.4 

6.4 

7.0 

9.0 

7.5 

10.6 

10.3 

9.7 

9.8 

10.4 

10.6 

10.6 

8.9 

12.9 

12.9 

14.3 

12.2 

Table  4 

DEBT  SERVICE  RATIOS  FOR  COUNTRIES 
WITH  RATIOS  OVER  10  PERCENT,  1970  &  1973 


1970 


1973 


Debt 

Debt 

Countries  Grouped 

Service 

Service 

by  1973  Debt 

Ratio 

Ratio 

Service  Ratios 

(%) 

(%) 

Ratios  over  20% 

Egypt 

26.2 

34.6 

India 

28.0 

20.1 

Israel 

18.6 

20.8 

Mexico 

25.2 

25.2 

Peru 

13.7 

22.8 

Uruguay 

18.4 

30.1 

Zambia 

5.1 

28.0 

Ratios  15%  to  20% 

Afganistan 

20.1 

19.9 

Argentina 

21.0 

18.3 

Burma 

16.1 

18.6 

Nicaragua 

10.6 

17.8 

Pakistan 

24.3 

16.1 

Ratios  10%  to  15% 

Algeria 

7.4 

11.3 

Bolivia 

10.9 

14.8 

Brazil 

15.3 

13.9 

Chile 

18.3 

11.0 

Colombia 

11.9 

13.0 

Congo 

2.8 

10.7 

Costa  Rica 

9.7 

10.2 

Iran 

11.5 

10.6 

Korea 

23.4 

13.9 

Sri  Lanka 

9.7 

12.6 

Sudan 

9.2 

11.1 

Swaziland 

4.7 

10.5 

Tunisia 

19.5 

13.8 

Developing 

Countries 

10.1 

9.4 

SOURCE:   World  Bank, 

World  Debt  Tables. 

Thirteen  countries  had  debt  service  burdens  in 
the  moderate  range  of  10-15  percent.   These  countries 
account  for  nearly  30  percent  of  the  total  debt  service 
payments  of  developing  countries.   Only  two  of  these 
countries,  Sri  Lanka  and  Sudan,  are  classified  as 
MSA ' s . 

Chart  1  depicts  the  trend  of  debt  service 
ratios  of  developing  countries  over  the  period 
1967-1973.   As  this  chart  indicates,  the  debt 
service  ratio  for  all  developing  countries  in 
this  period  hovered  around  10  percent  per  annum. 
The  ratio  for  lower  income  countries  rose  slightly 
in  1969-72  and  fell  to  just  over  12  percent  in  1973, 
which  is  a  ratio  nearly  equal  to  that  of  1967-1968. 
The  ratio  for  middle  income  countries  has  generally 
paralleled  the  trend  for  all  developing  countries 
in  1970-1973.   The  ratio  for  the  oil  exporting 
countries  increased  from  3.6  percent  in  1967  to 
9  percent  in  1972,  and  then  fell  sharply  to  7.5 
percent  in  1973. 

In  calendar  year  1974,  the  debt  service  ratio 
of  the  oil-exporting  LDC ' s  dropped  sharply,  reflecting 
the  fact  that  exports  of  goods  and  services  of  these 
countries,  i.e.,  oil,  increased  nearly  threefold 
over  1973,  while  the  rate  of  increase  of  debt  service 
payments  was  nominal.   For  non-oil  exporting  LDC ' s , 
the  debt  service  ratio  appears  to  have  declined. 
This  reflects  the  fact  that  the  40  percent  rate  of 
growth  of  exports  of  goods  and  services  exceeded  the 
20  percent  rate  of  growth  of  debt  service  payments. 
For  1975  and  1976,  the  debt  service  ratio  of  the  non- 
oil  LDC's  is  expected  to  rise  reflecting  higher  debt 
service  payments  incurred  from  short-term  debt  con- 
tracted to  finance  large  balance  of  payments  deficits. 

5 .   Annual  Debt  Service  Payments  to  Debt  Outstanding. 

The  ratio  of  annual  debt  service  payments  to 
total  external  debt  outstanding  is  an  indicator  which 
is  used  frequently  as  an  approximation  for  the  maturity 
structure  of  a  country's  external  debt.   A  low  ratio 
suggests  a  relatively  long  maturity  structure,  while  a 
high  ratio  suggests  a  relatively  short  maturity  structure 
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Table  5  below  shows  that  the  wealthier  LDC ' s 
have  a  shorter  maturity  structure  as  indicated  by 
a  higher  ratio  of  future  debt  service  payments  to 
debt  outstanding.   For  example,  the  two-year  ratio, 
which  shows  the  proportion  of  debt  service  payments 
falling  due  in  1974  and  1975  to  debt  outstanding  in 
1973,  is  24  percent  for  high  income  countries  and 
13  percent  for  low  income  countries.   The  10  year 
ratio  shows  the  percent  of  debt  service  payments  on 
1973  debt  outstanding  that  falls  due  between  1974 
and  1984.   The  10  year  ratio  is  larger  for  all 
countries  than  the  2  or  5  year  ratios  because  a 
larger  proportion  of  the  debt  service  will  be  paid 

over  the  longer  period. 

_  -  ., 

Table  5 

DEBT  SERVICE  PAYMENTS  AS  A  PERCENT 
OF  DEBT  OUTSTANDING  AS  OF  1973 


All  developing  countries 
Oil  exporting  countries 
Higher  income  countries 
Middle  income  countries 
Lower  income  countries 


6.   Debt  Service  to  GNP 

This  ratio  shows  the  proportion  of  a  country's 
gross  national  product  which  is  devoted  to  servicing 
external  debt.   Chart  2  and  Table  6  show  a  general 
upward  trend  in  this  ratio  from  1970  to  1973  for  the 
middle  and  higher  income  LDC's  and  the  oil  exporters 
This  indicates  that  a  larger  proportion  of  the  GNP 
from  these  countries  was  devoted  to  debt  service, 
than  was  the  case  for  the  lower  income  countries . 


2-Year 
Ratio 

5-Year 
Ratio 

10-Year 
Ratio 

:S     21 
24 
24 
21 
13 

52 
56 
60 
51 
33 

88 
93 
103  1/ 
84 
58 

World  Debt 

Tables 

1/   The  10-year  ratio  for  higher  income  countries 
is  above  100  percent  because  interest  and 
amortization  payments  raise  total  debt  service 
above  debt  outstanding. 
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Chart  1 

DEBT  SERVICE  RATIOS  OF  DEVELOPING  COUNTRIES 

1967  -  1973 


■  mill 

MIIIIIIIK' 

"**••••#, 

-- •"" 

'*'  Lower  income 

-imj+rrt;:^"* 

LO 


^rr 


•••••«••*. 


Higher  Income 
All  Developing 


Oil  Exporting 


1967  1968         1969        1970  1971         1972         1973 


% 


Chart  2 

DEBT  SERVICE  AS  A  PERCENT  OF  GNP 

1967-1973 


Oil  Exporting 
Countries 
Middle  Income 


All  Developing 
>%  Higher  Income 


^  ••••••  • 


Lower  Income 


1967  1968  1969  1970  1971         1972  1973 

Source   World  Bank.  World  Debt  Tables 
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Table  6 
DEBT  SERVICE  AS  A  PERCENT  OF  GNP 

1970   1971   1972 


1973 


All  Developing  Countries  1.5  1.5  1.6  1.9 

Oil  Exporting  Countries  1.5  1.9  2.5  2.5 

Higher  Income  Countries  1.5  1.5  1.5  1.8 

Middle  Income  Countries  1.9  1.9  2.1  2.4 

Lower  Income  Countries  1.0  1.0  1.2  1.1 


Source:   World  Bank:  World  Debt  Tables 


7.  Grant  Equivalents  and  Grant  Element 

The  grant  equivalent  and  grant  element  are 
used  to  measure  the  concessional  element  of  a  loan. 
The  grant  equivalent  of  a  loan  is  the  face  value 
of  a  loan  commitment  less  the  discounted  present 
value  of  the  future  flow  of  amortization  and  payments 
of  interest,  using  a  discount  rate  of  10  percent. 
The  grant  element  of  a  loan  is  the  grant  equivalent 
expressed  as  a  percentage  of  the  face  value  of  the 
loan.   For  example,  if  a  $10  million  loan  is  extended 
at  a  A  percent  annual  rate  of  interest  and  repayable 
in  20  annual  installments  after  five  years'  grace, 
the  grant  equivalent  is  $4.3  million.   The  grant 
element  would  be  43  percent. 

Table  7  shows  average  grant  equivalents  for 
official  external  borrowing  for  the  period  1971-1973. 
It  can  be  seen  that,  in  general,  the  low  income 
countries  have  the  largest  grant  equivalent  while 
the  oil  exporters  have  the  smallest  grant  equivalent. 
Lower  income  countries  also  have  the  highest  grant 
element  while  the  higher  income  countries  have  the 
lowest  grant  element. 
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Table    7 

AVERAGE   GRANT   EQUIVALENTS   AND   GRANT   ELEMENT S 
OF  OFTTCTAJ:  BOftROiJINCS  OF  86  LDCT 

Grant       Grant 
Equivalents    Elements 


.quivalents    Element 
(InTM)       (in  7.) 


Oil  Exporting  Countries  $1,318  367. 

Higher  Income  Countries  2,204  237. 

Middle  Income  Countries  1,604  417. 

Low  Income  Countries  3,495  747, 


Source:   World  Bank:  World  Debt  Tables 


8.   The  U.S.  Government  Stake 

As  of  June  30,  1975,  the  less  developed 
countries  owed  the  United  States  government, 
their  largest  creditor,  a  total  of  almost  $27 
billion.   An  analysis  of  LDC  debt  by  geographical 
region  shows  that  South  and  East  Asia  is  the 
U.S.'s  largest  LDC  debtor  with  $10.7  billion. 

Latin  America  is  second  with  a  debt  of  $7.2  billion, 
and  the  Near  East  is  third  with  a  $4.2  billion  debt. 
Table  8   shows  LDC  indebtedness  to  the  U.S.  by  type 
of  program  and  indicates  that  the  foreign  assistance 
programs  have  provided  more  than  twice  as  many  funds 
as  were  lent  by  the  Department  of  Agriculture  and 
the  Exirnbank  combined.   Table  9   shows  the  out- 
standing indebtedness  of  the  13  members  of  OPEC  to 
the  U.S.  government  as  of  June  30,  1974,  and  June  30 
1975.   The  indebtedness  of  Indonesia  and  Iran  each 
exceeded  $1  billion  and,  together,  accounted  for 
77  percent  of  OPEC  debt  to  the  United  States. 


Table  8 


OUTSTANDING  LONG  TERM  PRINCIPAL  INDEBTEDNESS  OF 
LDC'S  ON  U.S.  GOVERNMENT  CREDITS  BY  MAJOR  PROGRAM 

(As  of  June  30,  1975) 

Program  Amount 

(in  $  millions 


or  equivalent) 


Exirnbank  $  6,052 

Foreign  assistance 

and  related  acts  14,459 

Agricultural  Trade 

Development  and 

Assistance  5,475 

CCC  381 

Lend-Lease,  surplus 

property  and  other 

war  accounts  226 

Other  credits  126 

TOTAL  $26,719 

Source:   U.S.  Treasury 
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Table  9 


OUTSTANDING  INDEBTEDNESS  OF  OPEC  COUNTRIES 
ON  U.S.  GOVERNMENT  LONG  TERM  CREDITS 


($ 

Million) 

6/30/74 

6/30/75 

Algeria 

109 

218 

Ecuador 

115 

117 

Gabon 

2 

8 

Indonesia 

1,125 

1 

,250 

Iran 

1,107 

1 

,006 

Iraq 

10 

9 

Kuwait 

10 

0 

Libya 

0 

0 

Nigeria 

101 

79 

Qatar 

0 

0 

Saudi  Arabia 

41 

21 

United  Arab  Emirates      0 

0 

Venezuela 

213 

205 

TOTAL 

2,813 

2 

,913 

Source:   U.S.  Treasury 


9.   U.S.  Debt  "Early  Warning  System" 

In  October  1974,  members  of  the  National  Advisory 
Council  on  International  Monetary  and  Financial 
Policies  reiterated  their  belief  in  the  necessity  of 
developing  a  debt  "Early  Warning  System"  which  should 
serve  to  identify  countries  with  potential  debt 
problems  and  trigger  Council  consideration  and 
coordination  of  appropriate  courses  of  action.   On 
September  22,  1975,  an  initial  system  was  submitted 
to  the  NAC  for  its  consideration.   The  system  con- 
sists of  two  elements: 

--  a  quantitative  element  which  seeks  to 
identify  those  countries  which  may  be 
headed  for  debt  servicing  difficulties, 

--an  historical  element  which  seeks  to 

identify  common  characteristics  of  those 
countries  which  have  rescheduled  debts 
in  the  past . 

The  quantitative  element  involves  the  computation 
of  an  equation  with  several  debt  related  variables 
which  can  be  used  to  help  identify  one  year  in  advance 
countries  which  may  encounter  debt  servicing  difficulties 

The  historical  element  reviews  countries  which 
have  rescheduled  their  debts  to  identify  relevant 
common  characteristics.   These  characteristics  are 
then  used  for  in-depth  individual  country  debt  reviews 
as  a  benchmark  to  assist  in  formulating  judgments  on 
the  debt  servicing  capabilities  of  a  country. 
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10 .   Euro-currency  Lending 

Medium-term  private  bank  Euro-currency  lending 
to  developing  countries  continued  to  be  an  important 
source  of  finance  for  the  more  wealthy  LDC ' s  in 
calendar  year  1974  and  the  first  three  quarters  of 
calendar  year  1975.   Euro-currency  lending  to  devel- 
oping countries  was  unusually  low  in  the  last  two 
quarters  of  1974  and  the  first  quarter  of  1975. 
This  may  reflect  the  depressed  state  of  worldwide 
economic  activity.   Subsequently,  Euro-currency 
credits  extended  to  LDC ' s   rose  to  $3.2  billion  and 
$3.4  billion  in  the  second  and  third  quarters  of 
1975,  respectively. 

The  largest  increase  in  borrowing  was  among  the 
oil  producing  and  higher  income  countries  which 
account  for  roughly  78  percent  of  the  increase  in 
the  second  quarter  of  1975  and  91  percent  in  the  third 
quarter.   This  may  indicate  that  the  poorer  countries 
cannot  afford  to  pay  the  higher  costs  of  borrowing  in 
this  market,  or  do  not  represent  an  acceptable  credit 
risk  to  the  lender. 

Apparently,  the  existence  of  a  high  level  of 
debt  outstanding  has  not  been  a  barrier  to  borrowing 
from  the  Euro-currency  market  if  the  country  is  thought 
to  have  favorable  long-term  economic  prospects.   This  is 
evidenced  by  the  fact  that  countries  with  large  debts 
are  large  borrowers  from  this  market.   Almost  a  half 
of  the  publicized  lending  for  all  non-oil  LDC ' s  in 
the  second  and  third  quarters  of  1975  was  to  Brazil 
for  $1,080  million  and  to  Mexico  for  $990  million. 


It  should  be  noted  that  these  country  and 
aggregate  data  refer  to  new  loans,  a  portion  of 
which  may  have  been  undertaken  to  substitute  for 
existing  loans.  Consequently,  the  net  addition  to 
a  country's  external  debt  might  be  substantially 
less  than  the  gross  magnitude  of  Euro-borrowing. 
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IV.   INTERNATIONAL  CONSIDERATION  OF  LDC  DEBT 
L'.S.  POLICY,  AND  PERT  REscfrr 

FISCAL  Year  1975. 


1    International  Consideration  of  LDC  Debt 

The  debt  problems  of  the  LDC's  continued  to 
be  examined  in  several  international  fora  during 
fiscal  1975,  including  the  Development  Assistance 
Committee  (DAC)  of  the  Organization  for  Economic 
Cooperation  and  Development  (OECD) ,  the  United 
Nations  Committee  on  Trade  and  Development  (UNCTAD) , 
and  the  World  Bank. 

With  the  increased  balance  of  payments  problems 
of  the  LDC's  during  1974  and  1975,  some  countries 
including  those  that  had  accrued  large  amounts  of 
external  debt  in  previous  years,  initiated  proposals 
in  UNCTAD  and  other  fora  to  obtain  relief  from 
their  debt  obligations.   The  relief  these  countries 
seek  would  take  the  form  either  of  a  multilateral 
debt  moratorium  or  a  generalized  debt  rescheduling 
for  the  poorest  LDC's.   The  United  States  government 
has  opposed  a  generalized  debt  rescheduling  or  debt 
moratorium.   This  position  has  also  been  taken  by 
virtually  all  other  creditor  countries.   In  the  U.S. 
view,  these  are  not  appropriate  instruments  to 
alleviate  balance  of  payments  financing  difficulties 
of  the  LDC's.   In  addition,  such  proposals  as  have 
been  advanced  along  these  lines  have  serious  short- 
comings.  For  example,  a  generalized  rescheduling  or 
moratorium  would  be  inequitable,  since  only  twelve 
LDC's  hold  the  bulk  of  this  debt.   As  only  two  of  the 
twelve  are  "MSA's",  a  general  moratorium  or  rescheduling 
would  provide  only  minor  assistance  to  the  poorest 
countries-- those  in  greatest  need  of  assistance- -while 
other  countries  would  receive  windfall  benefits.   Most 
of  these  schemes  either  minimize  or  do  not  take  into 
account  debtor  countries'  monetary,  fiscal,  and 
exchange  rate  policies  or  the  efforts  of  some  debtor 
countries  to  deal  effectively  with  their  debt  problems. 
Proposals  of  this  character  would  tend  to  raise  the 
cost  of  subsequent  borrowing  by  LDC's  in  the  short  run 
and  could  affect  adversely  the  flow  of  resources  to 
LDC's  in  the  long  run. 
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2.  U.  S.  Policy 

It  is  U.S.  government  policy  to  extend  credit  on 
the  explicit  understanding  that  it  will  be  repaid 
according  to  the  schedule  agreed  upon  by  the  borrower 
at  the  time  the  credit  is  authorized  and  signed. 
Accordingly,  the  United  States  does  not  consider  debt 
rescheduling  or  relief  to  be  appropriate  instruments 
for  alleviating  the  current  financial  difficulties  of 
the  developing  countries  nor  does  it  deem  such  actions 
to  be  appropriate  vehicles  for  providing  official 
economic  assistance  to  the  LDC ' s . 

Currently,  the  United  States  evaluates  the  merits 
of  debt  reorganization  proposals  on  a  case-by-case 
basis  predicated  on  the  principle  of  basic  adherence 
to  scheduled  terms  of  credit  payment.   Within  this 
framework,  the  U.S.  objective  is  to  encourage 
countries  to  undertake  appropriate  corrective  policies 
in  order  to  minimize  the  incidence  of  debt  reschedul- 
ing and  relief  operations. 

3.  Rescheduling  in  Fiscal  1975 

The  developing  countries  have,  by  and  large,  an 
excellent  record  in  honoring  their  debt  obligations. 
It  has  been  the  exception,  rather  than  the  rule,  that 
debt  rescheduling  has  been  provided  to  help  ensure 
ultimate  repayment  by  debtor  countries .   During 
fiscal  1975,  the  United  States  participated  in  two 
major  multilateral  debt  reschedulings,  India  and 
Chile. 

India 

United  States  participation  in  the  fiscal  1975 
multilateral  debt  rescheduling  arrangements  for 
India  related  to  developments  which  occurred 
during  the  previous  fiscal  year.   At  the  June  1974 
meeting  of  the  Indian  Aid  Consortium,  chaired  by  the 
World  Bank,  a  $248  million  debt  rescheduling  for 
India  was  proposed.   The  Bank  based  its  proposal  on 
the  need  to  provide  free  foreign  exchange  to  help 
deal  with  mounting  pressures  on  the  Indian  balance 
of  payments  arising,  in  large  part,  from  increases 
in  the  price  of  imported  food,  fertilizer  and  oil. 


The  United  States'  share  of  this  debt  reschedul- 
ing proposal  for  India  would  have  been  $64  million, 
compared  to  $29  million  the  previous  vear.   Had 
United  States  accepted  the  proposal,  the  U.S.  would 
have  financed  $34  million  of  the  $60  million 
aggregate  increase  in  rescheduled  debt  from  the 
previous  vear.   Tho  United  States  did  no-       |  the 
Rank's  DroDosal,  hut  indicated  a  willingness  to 
reschedule  at  a  level  well  below  the  Bank's 
recommended  share,  with  a  oledee  to  review  the 
situation  at  a  later  date. 

In  the  followinr  months,  the  United  States 
reassessed  the  Indian  economic  situation  and.  on  the 
basis  of  available  information,  concluded  that  India 
faced  maior  economic  problems  and  serious  balance  of 
Davments  difficulties.   As  a  result,  the  United 
States  aereed.  in  Sentember  1974.  to  reschedule  ud 
to  $45  million  on  terms  providing  a  62  oercent 
crant  element.   A  Memorandum  of  Understanding  was 
siened  bv  the  World  Bank  on  behalf  of  the  Consortium 
members  on  October  30.  1974.   The  bilateral  aereement 
between  the  United  States  and  India  imoleraentine  the 
U.S.  share  of  the  debt  rescheduling  was  siened  on 
Mav  2.  1975.  subsequently  sent  to  Congress  for  a 
30-day  review  period  on  May  7,  19  75,  and  became 
effective  on  June  13,  1975.   (See  Appendix.) 

At  the  next  Indian  Aid  Consortium  meeting  in  June 
1975,  the  World  Bank  proposed  that  the  donor  countries 
provide  $248  million  of  debt  relief  as  part  of  the 
economic  assistance  package  for  Indian  Fiscal  Year  1976 
(April  1,  1975  -  March  30,  1976).   The  United  States 
share  of  this  would  have  been  $65  million.   During 
this  consortium  meeting,  the  United  States  stated  that 
it  would  not  grant  debt  relief  to  India  for  its  fiscal 
year  1976.   The  United  States  delegation  noted  that 
debt  rescheduling  was  an  inappropriate  means  of  provid- 
ing economic  assistance  under  U.S.  budgetary  and 
legislative  procedures  but  stated  that  this  position 
should  not  deter  other  donor  countries  from  providing 
debt  reorganization  if  such  action  were  appropriate 
under  their  governmental  procedures.   A  World  Bank 
proposal  of  agreed  multilateral  debt  rescheduling  for 
the  Indian  fiscal  year  1976  which  excluded  participa- 
tion by  the  U.S.  was  accepted  by  the  Consortium  members 
Improved  short-term  economic  prospects  should  enable 
India  to  continue  servicing  fully  its  debt  to  the  U.S. 
in  Indian  fiscal  year  1977  (April  1,  1976  -  March  31, 
1976). 
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Chile 

Despite  Chile's  efforts  to  stabilize  its 
economy  in  calendar  year  1974  and  the  rescheduling 
of  its  external  debts  by  the  "Paris  Club  Creditors" 
in  1974,  the  increased  oil  prices,  coupled  with  a 
precipitous  drop  in  copper  prices,  raised  serious 
doubts  as  to  Chile's  ability  to  service  its  external 
debts  in  calendar  year  1975.   In  January  1975  Chile 
ceased  payments  on  its  external  debts.   Recognizing 
the  magnitude  of  the  problem,  Chile's  creditors 
urged  Chilean  officials  to  work  with  the  International 
Monetary  Fund  (IMF)  to  restructure  its  stabilization 
program  prior  to  requesting  a  rescheduling  of  its 
external  debts  in  1975.   In  early  calendar  year  1975, 
Chile  agreed  to  a  revised  IMF  stabilization  program 
and  borrowed  $95  million  from  the  IMF's  Oil  Facility. 
The  stabilization  measures  included  the  imposition 
of  new  taxes,  a  freeze  on  public  employment  levels, 
tightened  limits  on  credit  to  the  private  sector, 
and  adoption  of  flexible  exchange  rate  policies  to 
encourage  non- traditional  exports.   Subsequently, 
Chile  formally  requested  a  meeting  of  the  Paris  Club 
creditors  to  consider  rescheduling  debt  service 
payments  in  calendar  year  1975. 

In  May  1975.  the  Paris  Club  met  to  consider 
rescheduling  Chile's  debts  for  calendar  year  1975. 
The  IMF  noted  that  Chile  had  been,  and  would  be 
for  the  foreseeable  future,  severely  affected  by 
the  import  price  increases  and  the  precipitous  drop 
in  the  international  price  of  its  copper  exports . 
Its  balance  of  payments  deficit  was  estimated  at 
$1  billion  for  1975.   The  fact  that  the  servicing 
of  foreign  debt  due  in  1975  would  amount  to  almost 
one-third  the  value  of  projected  exports  made  total 
settlement  of  the  debts  beyond  Chile's  capacity 
in  calendar  year  1975. 

Under  these  circumstances,  the  IMF  recommended 
debt  rescheduling.   The  choices  open  to  the  creditors 
were  either  to  reschedule  or  to  accept  default. 
Cognizant  of  the  unfavorable  financial  precedent 
that  would  be  established  by  default,  seven  of  the 
Paris  Club  creditors,  holding  over  80  percent  of 
Chile's  external  debt,  agreed  at  the  May  1975  meeting 
to  reschedule  $230  million  of  Chile's  total  $700 


million  debt  service  payments  due.   The  United  States 
agreed  to  reschedule  $96  million  of  some  $185  million 
due  in  calendar  1975.   (The  agreement  was  written  so 
that  others  might  join  the  rescheduling  at  a  later 
date  )   The  terms  of  this  multilateral  agreement  are: 
10  percent  of  renegotiable  payments  are  due  in  1975; 
another  10  percent  in  1976  and  in  1977,  respectively; 

:he  balance  to  be  paid  in  13  equal  semi-annual 
installments  thereafter.   The  bilateral  agreement 
between  the  U.S.  and  Chile  was  signed  July  3,  1975 
and  sent  to  Congress  on  July  29,  1975  for  a  30  day 
review  period  and  became  effective  September  9,  1975. 
(See  Appendix) 

Pakistan 

Pakistan's  external  debt  structure  was  substantially 
improved  by  the  June  1974  debt  rescheduling  agreement 
chaired  by  the  World  Bank.   This  agreement  arose  from 
the  events  in  Pakistan  in  1971  and  the  subsequent 
division  of  the  country.   Details  of  this  agreement 
are  discussed  in  the  Treasury  Report  on  Debt  Relief 
submitted  to  Congress  on  February  28,  1975. 

A  number  of  technical  issues  regarding  the 
division  of  responsibility  between  Pakistan  and 
Bangladesh  for  the  debts  Pakistan  incurred  prior  to 
1971  delayed  the  signing  of  a  bilateral  agreement  with 
the  United  States  during  fiscal  1975.   These  issues 
are  now  resolved,  and  it  is  expected  that  the  agree- 
ment with  Pakistan  will  be  siened  in  the  near  future. 
Similarly,  the  agreement  with  Bangladesh  covering 
those  projects  visibly  located  in  that  country  should 
be  signed  in  the  near  future. 

4.   Other  Reschedulings. 

Eximbank 

During  fiscal  1975,  Eximbank  rescheduled  three 
loans : 

A  loan  of  $1.5  million  authorized  in  1967  to 
finance  port  improvement  in  Antigua  in  which  $600,000 
of  principal  was  rescheduled  for  two  and  one-half 
years,  with  the  reduced  repayment  to  resume  on 
September  15,  1975.   The  reason  for  this  rescheduling 
was  financial  difficulties  besetting  Antigua  as  a 
result  of  a  prolonged  drought. 
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A  loan  authorized  in  1971  for  a  nickel  project 
in  Australia  was  rescheduled.   The  original  amount  of 
the  loan  was  $8,960,000,  and  the  amount  rescheduled 
includes  $4,977,780  of  principal  and  $134,031.78  of 
interest.   This  rescheduling  is  also  for  two  and  one- 
half  years,  with  resumed  payments  to  begin  on  March  31, 

1979.  The  reason  for  the  rescheduling  was  financial 
problems  of  the  borrower  brought  on  by  inflation. 

The  third  rescheduling  was  of  a  $2  million  credit 
authorized  in  1970  for  relending  in  Nicaragua.   The 
amount  rescheduled  is  $245,371.53  of  principal  and 
$28,315.86  of  interest.   This  rescheduling  is  for  five 
years,  with  resumed  repayment  to  begin  on  January  1, 

1980.  The  borrower  in  this  case  has  a  negative  net 
worth,  and,  hence,  the  rescheduling  was  deemed 
necessary  to  effect  ultimate  repayment. 

Immediately,  the  effect  of  these  reschedulings 
is  to  defer  the  reflow  of  funds  to  Eximbank  and 
the  balance  of  payments  benefits  of  these  ref lows . 
On  the  other  hand,  rescheduling  hopefully  enhances 
the  likelihood  of  ultimate  repayment,  as  well  as 
maintains  the  viability  of  the  undertakings  financed. 
Because  of  the  relatively  minor  amounts  rescheduled, 
there  will  be  virtually  no  impact  in  Eximbank' s 
ability  to  continue  to  make  loans. 

Defense  Security  Assistance  Agency  (DSAA) 

Under  authority  granted  by  Section  31  (b)  of 
the  Foreign  Military  Sales  Act,  as  amended,  Israel 
was  released  from  contractual  liability  to  repay  the 
United  States  government  the  $100  million  in  direct 
credit  provided  in  FY  1975  for  procurement  of  defense 
articles  and  defense  services.   This  $100  million, 
combined  with  $1.5  billion  released  in  prior  years, 
brings  the  total  amount  from  which  Israel  has  been 
released  to  $1.6  billion. 

Debt  reschedulings  or  the  granting  of  debt 
relief  would  have  no  effect  on  the  availability  of 
funds  and  the  authority  of  DSAA  to  provide  loans, 
credits,  or  guarantees  to  recipient  countries. 


Commodity  Credit  Corporation  (CCC) 

With  the  exception  of  Chile,  the  CCC  provided  no 
r  debt  n       n  FY  1975.   However,  some  debt 
relief  was  made  available  to  Korea  through  the  Private 
Trade  Agreements  (PTA)  authorized  under  Section  107  of 
P.L.  83-480.   This  relief  was  provided  to  two  private 
trade  entities.   Korea-Cargil 1 ,  Ltd.,  had  $342  million 
in  principal  payments  and  7-3/4  percent  interest 
deferred  from  December  1974  to  December  1975.   Korea- 
Silo  Company  had  its  loan  of  $230  million  with  an 
interest  rate  of  9  percent  deferred  from  December  1974 
to  July  1975.   These  obligations  to  CCC  are  fully 
covered  by  Korean  bank  commercial  type  letters  of 
credit.   Debt  relief  was  provided  to  these  two 
companies  because  their  financial  statements  indicated 
that  their  continued  operations  were  in  jeopardy. 

This  debt  relief  had  no  effect  on  the  availability 
of  funds  since  CCC  funds  are  provided  under  its 
statutory  borrowing  authorization.   However,  if  CCC 
funds  are  used  for  debt  relief,  then  less  is  available 
to  provide  credit. 
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EFFECT  OF  DEBT  RESCHEDULING  ON  xHE  EXTENSION 
OF  NEW  CREDITS 


The  relationship  between  debt  rescheduling  and 
the  extension  of  new  credits  is  complex.   The  effect 
of  a  rescheduling  on  the  extension  of  new  credits  by 
the  United  States  will  depend  on  various  factors  such 
as  the  economic  situation  of  the  debtor  country  both 
before  and  after  the  rescheduling;  the  reasons  for  and 
the  terms  of  the  rescheduling;  whether  the  United 
States  had  suspended  the  extension  of  credits  to  the 
debtor  country  as  well  as  the  nature  of  the  new  credits. 

For  example,  a  rescheduling  may  lead  to  extensions 
of  new  credits  in  those  situations  where  the  default  by 
the  debtor  country  lead  to  the  placement  of  a  legal 
prohibition  on  the  extension  of  credit  to  that  country. 
This  prohibition  is  set  forth  in  Section  620q  of  the 
Foreign  Assistance  Act.   A  rescheduling  may  also  lead 
to  extensions  of  additional  credits  because  of  the 
improvement  in  the  creditworthiness  of  the  debtor 
country.   On  the  other  hand,  the  necessity  of  a 
rescheduling  and  the  fact  that  a  country  was  unable  to 
meet  its  current  obligations  may  lead  to  greater 
caution  by  creditor  countries  and  an  unwillingness  to 
provide  new  credits . 

Although  one  cannot  generalize  about  the  effects 
of  debt  reschedulings  on  the  extension  of  new  credits, 
the  level  of  new  credits  may  be  directly  affected  by 
the  terms  of  the  rescheduling  because  of  certain 
legislative  provisions.   This  was  the  case  with  regard 
to  loans  extended  under  the  Foreign  Assistance  Act  of 
1961  and  is  presently  the  case  for  loans  extended 
under  the  Export-Import  Bank  Act  of  1945,  and  Public 
Law  480. 

Prior  to  its  amendment,  Section  203  of  the  Foreign 
Assistance  Act  of  1961  made  funds  from  the  repayment 
of  AID  credits  available  for  the  extension  of  new 
credits.   Therefore,  if  a  debt  rescheduling  occurred, 
the  funds  from  repayments  would,  of  course,  not  be 
available,  and  this  would  reduce  the  flow  of  new 
credits.   Section  203  has  since  been  amended  twice  with 
the  result  that  the  impact  of  debt  reschedulings  on  the 
extension  of  new  credits  has  been  reduced.   Section  203 
was  first  amended  in  1973.   This  amendment  provided 
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that  not  more  than  50  percent  of  dollar  receipts 
payable  in  fiscal  years  1974  and  1975  from  loans  made 
under  the  Foreign  Assistance  Act  and  predecessor 
foreign  assistance  legislation  would  be  available 
for  making  new  loans.   The  other  50  percent  of  the 
receipts  would  go  to  Treasury.   As  a  result  of  this 
amendment,  the  effect  of  debt  reschedulings  on  the 
availability  of  new  credits  was  reduced.   The  second 
amendment  to  Section  203  of  the  Foreign  Assistance  Act 
of  1961  was  enacted  in  December  1974.   This  amendment 
provided  that  after  July  1,  1975,  none  of  the  dollar 
receipts  from  loans  made  under  Part  I  of  this  Act  or 
predecessor  foreign  assistance  legislation  would  be 
available  for  new  loans.   All  such  receipts  are  to  be 
deposited  with  Treasury.   Thus,  debt  reschedulings  have 
no  direct  effect  on  funds  available  for  new  loans.   It 
should  be  noted  that  the  removal  of  authority  to  use 
receipts  does  not  affect  the  authority  of  the  Executive 
Branch  to  reschedule  debts . 

The  level  of  dollar  credits  which  can  be  extended 
under  P.L.  480  is  also  affected  by  debt  reschedulings. 
Section  102  of  P.L.  480  provides  that  the  Commodity  Credit 
Corporation  is  authorized  to  finance  the  sale  and 
exportation  of  agricultural  commodities.   Funds  for 
dollar  credits  can  be  obtained  either  through  appropri- 
ations or  by  resorting  to  CCC ' s  borrowing  authority 
(15  U.S.C.  714b(i)).   In  determining  the  yearly  appro- 
priations for  the  P.L.  480  programs,  one  of  the  factors 
taken  into  account  is  the  funds  that  will  be  received 
through  debt  repayments.   To  the  extent  that  P.L.  480 
debts  are  rescheduled  and  receipts  diminished,  CCC  must 
seek  additional  appropriations  or  resort  to  use  of  its 
borrowing  authority.   Since  there  is  a  limit  on  the 
obligations  that  CCC  can  have  outstanding,  such  financing 
by  CCC  represents  a  drain  in  the  resources  of  CCC  and 
makes  these  resources  unavailable  for  other  uses. 

Debt  reschedulings  may  also  reduce  the  ability  of 
the  Export-Import  Bank  to  make  new  loans,  because  of  the 
limitation  both  on  the  commitment  authority  and  on  the 
obligations  that  Eximbank  can  have  outstanding  (Sections  6 
and  7  of  the  Export-Import  Bank  Act  of  1945,  as 
amended) . 
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VI.   A  SUMMARY  OF  NET  FINANCIAL  FLOWS  TO  COUNTRIES 
RECEIVING  MAJOR  DEBT  RELIEF 

Comprehensive  data  on  U.S.  foreign  assistance  to 
all  foreign  countries  from  calendar  year  1945  to  calendar 
year  1974,  the  latest  date  for  which  complete  data  are 
available,  can  be  found  in  the  1975  Annual  Report  to  the 
National  Advisory  Council  on  International  Monetary  and 
Financial  Policies.   Table  11  is  compiled  from  balance  of 
payments  information  and  shows  the  net  foreign  financial 
flows  of  the  U.S.  in  calendar  year  1974  to  three  major 
recipients:   Chile,  India,  and  Pakistan.   These  flows  are 
categorized  into  grants,  credits,  and  other  assistance. 

The  amount  of  debt  reorganization  or  debt  reschedul- 
ing for  each  of  these  countries  is  noted  in  the  first 
line  of  this  table.   Debt  rescheduling  of  $101  million  to 
Chile,  $17  million  to  India  and  $64  thousand  to  Pakistan 
constituted  a  portion  of  the  net  financial  flows  to  these 
countries  in  1974. 

Also  noted  in  the  first  line  of  this  table  is  the 
net  total  financial  flows  from  the  U.S.  to  these  three 
countries.   For  calendar  year  1974  these  amounts  are 
$122  million  for  Pakistan  and  $87  million  for  Chile. 
Recoveries  from  India  exceeded  all  forms  of  new  flows 
resulting  in  a  net  flow  to  the  U.S.  of  $178  million 
dollars . 
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APPENDIX  A 
Letters  to  Congress  on  Indian  Rescheduling 

July,  2  I.  1974 


Honorable  Thomas  E.  Morgan,  Chairman 
Committee  on  Foreign  Affair* 
House  of  Representative* 
Washington,  D.C. 

Dear  Mr.  Chairman i 

The  Secretary  has  asked  me  to  inform  you  of  the  status 
of  discussions  on  debt  taking  place  in  tha  Aid-to-india 
Consortium,  an  organization  of  thirteen  creditor  countries 
chaired  by  the  World  3ank.  Although  there  have  been  no 
new  United  States  bilateral  loan  commitments  to  India 
since  1971,  the  United  States  has  continued  to  participate 
in  Consortium-sponsored  debt  rescheduling  exercises  begun 
six  years  ago.  La3t  year  the  United  States  rescheduled 
$29  nillion  of  the  total  $179  million  rescheduled  by  the 
Consortium  creditors.  However,  India  still  paid  debt 
service  totalling  $115  million  to  the  United  States. 

,  At  tha  two  meetings  of  the  Consortium  held  this  year, 
attention  has  focused  on  India* s  debt  and  aid  needs  in 
the  light  of  tha  country* s  economic  problems.  These  problems 
are  dominated  by  needs  for  petroleum,  fertilizer,  and 
foodgrains  and  for  measures  to  meet  balance  of  payments 
problems  resulting  from  the  sharply  higher  costs  of  these 
essential  inoorts.  I  shall  refer  shortly  to  another  aspect 
of  the  Indian  economic  situation,  that  of  its  nuclear 
development  program* 

Of  course,  India's  long  run  development  depends  mainly 
on  India's  own  efforts  to  mobilize  it3  resources  in  the 
most  efficient  manner  possible.  For  tne  present  year, 
however,  members  of  the  Consortium  agreed  that  1974  will 
be  particularly  difficult  for  the  Indian  economy  and  people. 
In  view  of  India* s  economic  difficulties,  most  Consortium 
members  have  already  scheduled  increases  in  their  economic 
assistance  programs  to  India.  - 

In  addition,  tha  World  Bank  proposed  at  a  Consortium 
meeting  on  June  13-14  that  the  thirteen  Consortium  creditors 
reschedule  45  percent  of  the  roughly  $550  million  in  Indian 
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debt  payments  due  than  this  Indian  fiscal  year,  ending 
March  31,  1975.  The   proposal  would  provide  total  c;<»bt 
relief  of  0243  nillion.   BlOM  debt  falling  due  to  the 
United  State*  frorr.  Ia^-ia  this  year  is  Just  over  i>145  cil- 
lion,  the  United  State*  share  of  relief  under  the  Bank's 
proposal  would  have  arounted  to  approximately  C64  nillion. 

Most  irfinbors  accepted  the  Dank  proposal  but  the  Unitod 
States  dia  not.   The  United  States  stated  a  willingness 
to  reschedule  st  a  level  well  oelow  tho  Uank's  Buqgested 
share  for  us,  with  a  pledge  to  review  India's  situation 
later  in  the  year  if  such  was  warranted  by  econonic  conditions, 

During  the  Concortiuin  discussions  with  the  Indian 
delegation  rx>st  of  the  creditors,  including  the  United 
States,  roicrrod  to  India's  nuclear  explosion.   The  general 
views  wore  that  tho  explosion  had  raiGod  questions  of 
India's  cconcnic  priorities  for  tue  future,  and  tnat  its 
econonic  implications  would  have  to  be  carefully  exaninod. 
In  our  jud<;raent,  no  significant  transfer  of  Indian  econonic 
rosourcos  is  involvod  in  its  nuclear  explosion.   India's 
annual  budget  is  about  C12  billion.   Total  expenditures 
fcr  nacloa.r  develo^ont  in  FY-llJ73  wore  S91  million,  the 
vast  bulk  of  vnicn  was  used  on  nuclear  power  development, 
to  provide  electricity  badly  needed  for  the  Indian  develop- 
ment effort.   The  total  cost  of  the  nuclear  explosion, 
including  prior  research  and  development,  was  less  titan 
ono-tenth  of  one  percent  of  India's  budget. 

At  the  present  tine,  the  World  Bank  is  reportedly 
attenpting  to  revise  its  debt  relief  proposal  in  a  nanner 
that  would  be  acceptable  to  all  Consortium  creditors. 
I  will  be  happy  to  provide  any  additional  information 
on  this  subjoct,  and  will  keep  you  informed  of  a:  y  further 
developments. 

Cordially, 


Lin  wood  Eolton 

Assistant  Secretary 

for  Congressional  Relations 
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July  ?>}   : : 

Honorable  J.  William  Fulbright,  Chairman 
Conrnittec  on  Foreign  Relations 
United  States  Senate 
Washington,  D.C* 

Dear  Mr*  Chairman* 

The  Secretary  has  asked  me  to  inform  you  of  the  status 
of  discussions  on  debt  taking  place  in  tne  Aid-to-india 
Consortium,  an  organisation  cf  thirteon  creditor  countries 
chaired  by  the  World  Dank.  Although  there  have  been  no 
now  United  States  bilateral  loan  commitments  to  India 
since  1571,  the  United  States  has  continued  to  participate 
in  Consortiurt-spon sored  debt  rescheduling  exercises  begun 
si>:  years  ago.   Last  year  the  United  States  rescheduled 
$29  million  of  the  total  $179  million  rescheduled  by  the 
Consortium  creditors.   However,  India  still  paid  debt 
service  totalling  $115  million  to  the  United  States, 

At  the  two  meetings  of  the  Consortium  held  this  year, 
attention  has  focused  on  Indians  debt  and  aid  needs  in 
the  light  of  the  country's  economic  problems.  Those  prob- 
lems are  dominated  by  needs  for  petroleum,  fertilizer, 
and  foodgrains  and  for  measures  to  meet  balance  of  payments 
problems  resulting  from  the  sharply  higher  costs  of  these 
essential  imports.  I  shall  refer  shortly  to  another  aspect 
of  the  Indian  economic  situation,  that  of  its  nuclear 
development  program. 

Of  course,  India's  long  run  development  depends  mainly 
on  India's  own  efforts  to  mobilize  its  resources  <n  the 
most  efficient  manner  possible.   For  the  present  year, 
however,  raeubcrs  of  tne  Consortium  agreed  that  1974  will 
be  particularly  difficult  for  the  Indian  economy  and  people. 
In  view  of  India's  economic  difficulties,  most  Consortium 
members  have  already  scheduled  increases  in  their  economic 
assistance  programs  to  India. 

In  addition,  tho  V.'orld  Bank  proposed  at  a  Consortium 
meeting  on  June  13-14  that  the  thirteen  Consortium  creditors 
reschedule  45  percont  of  the  roughly  $550  million  in  Indian 
debt  payments  due  them  this  Indian  fiscal  year,  ending 
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March  31,  1975.   The  propooal  would  provide  total  debt 
relief  of  $240  million.   Since  debt  falling  duo  to  the 
United  States  from  India  thin  year  is  just  over  (145  nil- 
lion,  the  United  States  share  of  relief  under  the  Pank's 
proposal  would  have  amounted  to  approximately  564  million. 

Most  members  accented  the  Hank  proposal  but  the  United 
States  did  not.   The  United  States  stated  a  willinqness 
to  reschedule  at  a  level  well  below  tne  Lank's  suggested 
share  for  U3,  with  a  pledge  to  review  India's  situation 
later  in  the  year  if  such  was  warranted  by  economic  conditions. 

During  the  Consortium  discussions  with  the  Indian 
delegation  no3t  of  the  creditors,  including  the  United 
States,  referred  to  India's  nuclear  explosion.   The  general 
views  were  tnat  the  explosion  hud  raised  quostions  of 
India' 8  economic  priorities  for  the  future,  and  that  its 
economic  implications  would  have  to  be  carefully  examined. 
In  our  judgment,  no  significant  transfer  of  Indian  economic 
resources  is  involved  in  its  nuclear  explosion.   India's 
annual  budget  is  about  $12  billion.   Total  expenditures 
for  nuclear  development  in  FY-1973  were  $91  million,  the 
vast  bulk  of  which  was  U3ed  on  nuclear  power  development, 
to  provide  electricity  badly  needed  for  the  Indian  develop- 
ment effort.   The  total  cost  of  the  nuclear  explosion, 
including  prior  research  and  development,  was  less  than 
one-tenth  of  one  percent  of  India's  budget. 

At  the  present  time,  the  World  Dank  is  reportedly 
attempting  to  revise  its  dobt  relief  proposal  in  a  manner 
that  would  be  acceptable  to  all  Consortium  creditors. 
I  will  be  happy  to  provide  any  additional  information 
on  this  subject,  and  will  keep  you  informed  of  any  further 
developments. 

Cordially, 


Linwood  Hoi ton 

Assistant  Secretary 

for  Congressional  Relations 
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Honorable  Thomas  E.  Morgan,  Chairman 
Committee  on  Foreign  Affairs 
Hou3«  of  Representatives 
Washington,  d.c. 

Dear  Mr.  Chairman » 

Pursuant  to  the  provisions  of  Section  4  of  the 
Foreign  Disaster  Assistance  Act  of  1974,  (the  "Act") 
the  Department  of  State  is  to  notify  you  prior  to  the 
United  States  entering  into  discussions  which  could 
have  the  imoact  of  liberalizing  the  repayment  terms 
of  any  dabt  c*ad  to  the  United  States  by  a  foreign 
government  for  loans  extended  under  the  authority  of 
the  Foreign  Assistance  Act  of  1361,  as  amended. 
Section  4  of  the  Act  also  requires  that  the  text  of 
each  bilateral  rescheduling  agreement  with  a  debtor 
foreign  government  bo  transmitted  to  the  Speaker  of 
the  House  of  Representatives  and  to  the  Chairman  of 
the  Senate  Committee  on  Foreign  Relations  at  least 
thirty  days  before  its  entry  into  force. 

To  initiate  implementation  of  the  above  mentioned 
legislation,  the  Secretary  has  asked  me  to  inform  you 
of  the  status  of  all  pending  matters  covered  by 
Section  4.   At  the  present  time  these  consist  of  the 
recent  understanding  within  the  Aid-to-? akis tan  Consor- 
tium which  resolved  the  complex  issues  of  Pakistan/ 
Bangladesh  debt,  and  the  ongoing  discussions  taking 
place  in  the  Aid-to-india  Consortiuo. 

On  June  28,  1974,  the  World  Bank,  acting  in  its 
capacity  as  chairman  of  the  thirteen  member  Aid-to- 
Pakistan  Consortium,  signed  a  Memorandum  of  Understanding 
with  the  Government  of  Pakistan  providing  for  a 
rescheduling  of  approximately  $650  million  payments  owed 
by  Pakistan  over  the  four  year  period  beginning  July  1, 
1974.   The  United  States'  share  of  relief  to  be  provided 
over  the  four  years  is  about  $211  million,  or  approximately 
32.5  percent  of  the  tctal.   (In  order  to  lower  scmewnat 
the  amount  of  debt  relief  granted  in  tne  fir3t  yoar3  of  the 
rescheduling  period,  the  United  States  elected  to  reschedule 
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about    $230    nlllioa    over    5-1/2    years   which    in   terr-3    of    dis- 
coui.tod    prc;j.it  value   ia   oguivnl-int    to    t-.o    0211   -ti.ll.Lon/ 
fonr   fs)tt    f-.'-urt.)       I  /    June    27    letter    to   you   on    this 
topic   provi<..33    additional    bao.nround    to    tio    unique    circum- 
stances  —    arising    out   of    the    1*71   war   and   the    tn^ji    m* 
dance   of    Bangladesh    —    leading   up    to    tills   understanding. 

Directly    related    to    the    understandina   n»ootiatsd 
with    Pakistan    is    an    agreement   by    the    Government    of 
Bangladesh    to    aasune   the    rosoons vbilitv    to   sorvicc    payments 
on    debt   —    formerly    the    responsibility   of    a   united 
Pakistan   —    for    projects    visibly    locatod    in   Sanqladesa. 
About    $30    million    in    suca   debt    to   the    Lnited   States   "ill 
now   be   serviced   by    Bangladesh.       All    thfl   Berbers    of    I 
Aid-to-Pakistan   Consortium  havo    agreed    to   provide    n?n^rous 
tanas   on    the    debt   w^lci    Sangladcan   agrees    to   ccrvice.       Tne 
bilateral   a-rr^oaients    ir  plsMMMItlng  our   understandings   with 
Pakistan    and    Danaladesh  will   be    fcrwardea    to  you   as    :oon 
as    they   are    prepared    nnd  will   not   enter   into   force    until 
at   lea3t   thirty    oaya   after  being    transmitted   to  you. 

My  July   31   letter   to  you   regarding  discussions   on  debt 
taking    place    in    the   Aid-to-india   Consortium   provides    sone 
of   the   background  on   tne    status   of    a   possible   debt 
reschedulinc    agreement   wiu    India.       Althouca   the    United   States 
has   participated   in   Consortium-sponsored   dobt   rescheduling 
exercises   begun    six  years    ago,    the   United  State*   did   not 
accept  a   recent  World  Dank   proposal   calling   on   the    thirteen 
Consortium  creditors   to  reschedule   45   percent  of   the 
roughly    $5  50   nillion   in    Indian    debt  payments   due  to   then 
this    Indian   fiscal  year,   ending  Varch   31,    1975.      Since   debt 
falling   due    to   the    Unitod  States    from   India   this   year   is 
just  over    $145   million,    the   United  States   share  of   relief 
under   the   Fank's    proposal   would  have   amounted   to  approxi- 
mately  $64   million.      Tn4    3ank   is   currently    attempting    to 
revise   its   proposal   in   a  manner   that  would  be   acceptable 
to   all  Consortium  creditors. 

I  will  be  happy   to  provide  any  additional   information 
on  those  matters,    and  will  notify  you  of   all  other  perti- 
nent dovoloprcents   affecting   these   and   any  other  debts   owed 
to   the  United  States  under   the  Foreign  Assistance   Act. 

Cordially, 


Linwood   Hoi ton 

Assistant  Secretary 

for  Congressional   Relations 
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Honorable  J.  Williao  Fulbright,  Chairman 
Ccaanittoo  ot\   Foreign  Halations 
United  States  Senate 
Washington,  D.C. 

Dear  Mr.  Chairman j 

Pursuant  to  the  provisions  of  Section  4  of  the 
Foreign  Disaster  Assistance  Act  of  1374  (the  "Act"), 
the  Department  of  State  is  to  notify  you  prior  to  the 
United  States  entering  into  discussions  which  could  have 
the  Impact  of  liberalizing  the  repayment  terns  of  any 
debt  owed  to  the  Cnitea  States  by  a  foreign  covernnent 
for  loans  extended  under  the  authority  of  the  Foreign 
Assistance  Act  of  1961,  as  anended.   Section  4  of  the 
Act  al3o  requires  that  the  text  of  each  bilateral  re- 
scheduling agreement  with  a  debtor  foreign  government 
be  trar.snittod  to  you  in  your  capacity  as  Cnairaaa  of 
the  Senate  Foreign  Relations  Coram  it  tea  and  to  t3ia  Speaker 
of  the  House  of  Representatives  at  least  30 a day*  before 
its  entry  into  force. 

To  initiate  ijapleraatation  of  the  above  nentioned 

legislation,  the  Secretary  ha3  asked  ne  to  inform  you 
of  the  status  of  ail  pending  ratters  covered  by  Section 
4*  At  the  preaont  tine  these  consist  of  the  recent 
understanding  within  the  AJLd-to-Pakistan  Consortium 
which  resolved  the  complex  issue  of  Pukistan/jangladesh 
debt,  and  the  on-goirig  discussions  taking  place  in  the 
Aid- to- India  Consortium. 

On  June  23,  1974,  the  World  Bank,  acting  in  its 
capacity  as  chairran  cf  the  thirteen  ne^iber  Aid-to- 
Pakistan  Consortium,  signed  a  Jvexorandua  of  Understanding 
with  the  Government  of  Pakistan  providing  tor  e.  reschedul- 
ing of  approximately  $6$Q   million  in  payments  eved  by 
Pakinta-a  over  the  four  year  p^r<Sod  beginning  July  1,  1074. 
The  Waited  States*  share  of  relief  to  be  provided  over  the 
four  years  is  about  $111  nil lien,  or  approximately  32.5 


parcent  of  tho  total  (In  order  to  lover  soaevhat  the 
ar-uaunt  of  d_»bt  relief  granted  la  the  first  yo«ra  of 

ling  pjrlod,  tho  U.S.  olectcd  to  raicfMdul* 
about  5230  nillion  ovur  5-1/2  years  which  In  term*  of 
discounte.l  present  value  la  o  bivalent  to  tt*   3211 
4  year  li-ure)  .   :./  Jur.o  21    Ik  ttor  to  you  on  thia  topic 
provides  additional  background  to  the  unique  circum- 
stances -  ariaing  out  of  tho  19  71  war  and  the  independence 
of  Bangladesh  -  loading  up  to  this  understanding. 

Directly  related  to  the  underatanding  negotiated  with 
Pakistan  i3  an  agrocent  by  the  Coverrr*jt  of  Eanglaaeah 
to  aaauno  tha  responsibility  to  service  paynenta  on 
dabt  -  fcrrerly  t-.o  rasponsibility  of  a  united  Pakistan  - 
for  projects  vialbily  located  in  Bangladesh.   About  500 
nil lion  in  3uch  oebt  to  the  United  States  will  now  be 
scrvicod  by  Bangladesh.   All  the  oeabers  of  the  Aid-to- 
rakistan  C  .r.sortiu.-a  havo  agreed  to  provide  generous  tonas 
on  the  debt  vnich  Bangladesh  aorees  to  aorvice.   The 
bilateral  acroononto  implementing  our  understandings  with 
Pakistan  and  i-angla.osn  will  bo  forwarded  to  you  as  soon 
as  they  arc  prepared  and  will  not  enter  into  iorce  until 
at  least  thirty  days  after  being  transmitted  to  you. 

My  July  31  letter  to  you  regarding  dlscussiona  on 
debt  taking  place  in  the  Aid-to-india  Consortium  providea 
sons  of  t:io  background  on  the  status  of  a  possible  debt 
rescheduling  agreement  with  India.   Although  the  United 
States  has  participated  in  Consortiua-sponsorea  dobt 
reschedulir.7  oxercicas  begun  six  y-tars  ago*  tho  United 
States  did  not  accept  a  recent  Korld  Bank  propoaal  call- 
ing on  the  thirteen  Consortiun  creditors  to  reschedule  45 
percent  of  the  roughly  $550  aillion  in  Indian  dobt  pay- 
ments due  to  thes  this  India  fiscal  year,  ending  March 
31,  1975.   Since  dobt  falling  due  to  tho  United  Statoa 
froa  India  this  year  is  just  ovor  £145  nillion,  the  United 
Statee  share  of  relief  under  the  Bank's  proposal  voula 
have  anount3d  to  approximately  564  nlllion.   Tho  Bank  is 
currently  attempting  to  revise  its  proposal  in  a  Banner 
that  would  bo  acceptable  to  all  Consortium  creditors. 
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I  will  be  happy  to  provide  any  additional  inforna- 
tion  on  these  natters ,   and  will  notify  you  of  all  otner 
pertinent  developments  affecting  these  and  any  other  debts 
oved  to  the  United  States  under  the  Foreign  Assistance 
Act. 


Cordially, 


ULnwood  Bolton 

Assistant  Secretary 

for  Congressional  Relations 
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Ocf 

Honoraale   1  torcan ,    Chairr.an 

tfl  \irs 

•tativcs 
Washing ton,     ".d. 

Dear   Mr.    CViiman: 

Tho    r.crrrt*ry    h&9    asked   Ba    to    infer--,   you   of    curr       t 
flerolooaenta  ■  Itt   respect  to  q  roacnocuiino  of  inCia'a 
debt   to   the    .nitca    Spates.  I    noted    in   ny   lett.-r 

Au'iuit    13,    t.  B    United    States   wm    not    .V>lo    to   n 
world  Ban*  prcccsal   i    -u^sting   t,..e  thirteen  creditors 
of  the  Aid-to-india  Consortium  to  reach eaule  4-3  percent 
of  the  rndl«in  debt  service   Calling   -iue  this   Indian   f^cal 
year,      i.hdir  t  \ii    proposal,   -         .  4.  ted  states  •hare  oi 
relief  would  have   anounted   to   $64   rillicr.. 

After   careful   conricieraticn   of    India  "a    current 
econcric  pcol>loaa   anu    the   sorioui   balance  of  par/iaentS 
difficulties    that   sae    confronts,    tie    united    States    has 
advised  the  (fori  !      anl:   taat   it  La  billing   to  roac:.t*dule 

u?   to    a   naxir.-xi   of    >-!j     -iillcn.       It    i3    our   norxi    that    tain 
offer  will    facilitate    aarlv   acrcoTr.ent  Sy   creditors    on    a 
rescheduling  for  i-.i-ia  within  taa  consortium,     even  though 
thiu    represents    a.oout    31  percent  of   Inaian   cebt  service 
falling   duo   to   the   L'nited  Otatoo,    the   v.'orld    3anJc   is    hopeful 
that  njo-^t  of   the   ether   creditors   will   participate   at   tae 
45  percent   rate   requested   in   tho  original  3ank.  propoeal. 

Pursuant  to  the   ^revisions   of  Section   4    of    th^   I'oreicn 
A33istance   .r.ct  of   1074,    tho   text  of    any  bilaceral   resche- 
duling   agreement   negotiated  with    India  will   be   transmitted 

to   the   Caairr.an   cf   the   Senate    foreign    :}jelationi    dormittce 
and   to  the   Spoakor  of   the   douse   of    hoore3entative3    at   loast 
30   days  before   its   entry   into   force. 

I  will  be   happy  to  provide    any   additional   information 
on   this   subject. 

Cordially, 


Linwood  Holton 

Assistant    f.ocratary 

for   Congressional    relations 
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Octobefw).  1974  ?  )  '  > 


Honorable  J.  uilliani  Uulbright,  Cnairman 
Comrlttea  on  foreign  Relations 
United  States  Senate 
Washington,  D.C. 

Dear  Kr.  Chairman: 

The  Secretary  h»3  asked  oe  to  in  fori"  you  of  current 
developments  vitn  respect  to  a  rescheduling  of  India'  a 
debt  to  tae  United  States.   A3  I  noted  in  ay  letter  of 
August  15,  the  united  States  •as  not  able  to  accept  a 
World  Sank  proposal  rerrunstina  tho  thirteen  creditor*  of 
the  Aid-to-india  Consortium  to  reschedule  45  percent  of 
th9  Indian  debt  service  falling  due  this  Indian  fiscal 
year.   Cndcr  this  proposal,  the  United  States  share  of 
relief  would  have  amounted  to  vS4  million. 

After  careful  consideration  of  India* 3  current 
econonic  problervs  and  the  serious  balance  of  uayxaonta 
difficulties  that  she  confronts,  the  United  States  ha3 
advised  t-ia  v-'orld  Bank  that  it  is  villinq  to  reschedule 
up  to  0  naxinun  of  $45  million.   It  is  our  hope  that  this 
offer  will  facilitate  early  acrocnent  by  creditors  on  a 
rescheduling  for  India  within  tha  Consortium.   Even  though 
this  represents  about  31  percent  of  Indian  debt  service 
falling  due  to  the  United  States,  the  World  Sank  is  hopeful 
that  nest  of  the  other  croditors  will  participate  at  the 
45  percent  rate  requested  in  the  original  Sank  proposal. 

Pursuant  to  the  provisions  of  Section  4  of  the  Foreign 
Assistance  Act  of  1974,  the  text  of  any  bilateral  resche- 
duling agreement  negotiated  with  India  vill  be  transmitted 
to  you  in  your  capacity  as  Caairsan  of  the  Senate  Foreign 
Relations  Ccnsalttee  ana  to  the  Speaker  of  the  House  of 
Representatives  at  least  30  days  before  its  entry  into  force. 

I  will  be  happy  to  provide  any  additional  information 
on  this  subject. 

Cordially, 


Linwood  Ho It on 

Assistant  Secretary 

for  Congressional  relations 


HonorcLlo  Carl  Albert,  Speaier 

House  of  lU2k  roaencativei  f* 

Washington,  D.C. 

Dear  !lr.  Speaker i 

Section  4  of  tho  Foreign  Disaster  Assistance  Act 
of  197«!  re  ;uirc3  t-*at  the  Department  of  State  transmit 
to  you  in  your  capacity  as  Speaker  of  the  Hou3c  of 
representatives  ar.u  to  the  dairuan  of  tho  Senate 
Foreign  Eolations  Lo;-.iti:ao  the  text  of  any  inter- 
national a  Tree:  «_nt  pro{>osing  a  ruDuification  in  t_ie 
terra  of  debt  owed  to  the  United  States  by  a  foreign 
governr.cn t  no  less  than  thirty  aays  prior  to  its  entry 
into  force. 

To  inplonent  this  provision  the  Secretary  haa  asked 
ne  to  transmit  the  enclosed  bilateral  agreement  (Tab  K) 
which  will  re3CueGOle  *-15  nilllou  in  Indian  eebt  service 
vhicn  bcoa-j  cue  to  t^ie  Unitea  States  during  tae  Indian 
fiscal  year  ending  'larch  31,  1j75.      This  agreement  will 
inple.nent  an  uncer standing  reacned  with  I.nuia  by  tho 
World  Banki  in  it3  capacity  as  coairsan  of  the  Aiu-to- 
India  Ccniiortiuur.,  on  October  31,  1974.   Chairman  Morgan 
of  the  International  illations  Consaittee  was  intor^ed 
of  the  coot  rcscneauling  negotiations  taking  place  last 
year  by  the  Conscrtiun  in  letters  aated  July  31,  August  13, 
and  October  10,  IT 74  (Tab  B)  .   Other  debt  serv.'.ce  pay- 
oents  of  approximately  $100  million  due  to  the  United 
States  frora  India  during  tnc  fiscal  year  are  not  affected 
by  tho  agreement  ana  nave  been  paid. 

As  we  noted  in  our  letters  to  Chairaan  Horgan  (and 
in  the  Administration' b  "Report  on  Debt  Relief  Granted 
by  the  United  States  to  Sevoloping  Countries"  trans- 
mitted to  Conqrojs  on  ie^ruary  Z'J ,  1375)  ,  last  year's 
Consortium  discussior.3  iccuscu  on  Inoia's  balance  of 
paynent3  problems  resulting  fron  the  sharply  higher 
costs  of  such  csaontiai  ir,.ort3  as  pctroleuu,  fertilizer, 
and  foodgrains.   The  ITOrld  -ank  proposed  that  tne 
creditor  countries  of  the  Consortium  reschedule  45  per- 
cent of  the  Indian  aebt  payments  ulq  tnaa.   lac  Unitea 
States'  chare  of  relief  unaor  the  Lank'i  proposal  would 
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have  amounted  to  approximately  $64  million.  While  tho 
United  States  aqreed  that  1974  vould  be  a  particularly 
difficult  year  ior  the  Indian  economy  and  people,  we 
did  not  accept  the  Bank's  proposal  although  mo3t  other 
creditors  did.   After  careful  consideration  of  India's 
economic  problems  and  balance  of  payments  difficulties, 
the  United  States  advised  the  World  Dank  that  it  va3 
willing  to  reschedule  ?45  million,  representing  about 
31  percent  of  Inaian  debt  service  falling  due  to  the 
United  States.   Following  the  United  States  offer,  the 
World  Bank  readied  an  understanding  with  India  on  behalf 
of  the  Consortium  creditors. 

The  debt  relief  package  totals  $194  million. 
France  and  the  United  Kingdom  will  reschedule  40  par- 
cent  of  Indian  debt  service  due.   Seven  othar  creditors 
will  reschedule  at  least  45  percont  of  debt  service  due. 
In  addition,  Italy  has  indicated  it  would  participate 
but  has  not  yet  determined  the  amount  to  be  rescheduled 
while  I-iorvay  had  already  written  off  the  full  stock  of 
public  debt  held  by  India.   In  terms  of  the  volume  of 
debt  to  be  rescnoauled,  the  largest  participants  are 
Germany  ($57.70  million),  the  United  States  ($45.0  million), 
Japan  ($43.4  million)  and  the  United  Kingdom  ($21.8 
Billion) . 

The  bilateral  agreement  between  the  United  States  and 
India  will  defer  payments  cue  on  49  loans  over  an  approxi- 
mate seven  month  pericd.   In  accordance  with  the  multi- 
lateral understanding,  repayments  will  be  made  over  a  25 
year  period  including  seven  years  grace  with  an  interest 
rate  of  1.72  percent.   This  i3  the  average  weighted 
interest  in  the  original  agreements  covered. 

The  United  States  is  India's  largest  creditor,  and 
as  of  March  31,  1974,  accounted  for  $3.3  billion  of 
India's  $10.2  billion  outstanding  (and  disbursed) 
external  public  debt.   Given  tho  difficult  economic 
situation  which  confronted  India  last  year,  we  believe 
the  agreement  to  be  in  the  United  States'  interest  in 
that  the  $45  million  in  United  States  relief  —  as  well 
as  the  $149  million  in  relief  from  other  creditors  — 
furthered  economic  stability  in  India  and  thus  enhanced 
the  probability  of  repayment  of  all  debts  to  the  United 
States  and  other  creditors.   We  believe  it  may  be 
possible  for  India  to  fully  service  its  $145  million 
debt  to  the  United  States  in  1975. 
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I  vill   I  /    to    ^rovide   you  with   any   a<lditi 

infor-.it.ion   en    Lhil    rvattr,    mad   will    continue    to   nociry 
you   oT    nil    0\  -tin-  ::t    <.  cvolo:  :  «.iits    at ifctinj 

owed    to   tha   Ui.it.  ^    ^tatcu    under    ttlO   Foreign  Aasmtancu 
Act. 

Sinceroly, 


Robert  J.  r.cCloshoy 
Aaai3tant  C^cretiry 
for  Congressional   Relations 

tnclonurcsi 


1. 

2. 


Tab  A  -  Bilateral  ayrcenant 
Tab  d  -  Consortium  letters 
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s/i/7S~ 


Honorable  John  Sparkman,  Chairman 
Committee  on  Foreign  Relations 
United  States  Senate 
Hashing  ton ,  D . C . 

Dear  Mr.  Chairman 1 

Section  4  of  the  Foreign  Disaster  Assistance  Act 
of  1974  requires  tnat  the  Department  of  State  transr.at 
to  you  in  your  capacity  as  Chairman  of  the  Senate  foreign 
Relations  Committee  and  to  the  Speaker  of  the  House  of 
Representatives  the  text  of  any  international  agreement 
proposing  a  t.odif ication  in  the  terms  of  debt  owed  to 
the  United  States  by  a  foreign  government  no  less  than 
thirty  days  prior  to  its  entry  into  force. 

To  implement  this  provision  the  Secretary  has  asked 
me  to  transmit  the  enclosed  bilateral  agreement  (Attach- 
ment A)  which  will  reschedule  $4  5  million  in  Incian  dent 
service  which  became  due  to  the  United  States  during  the 
Indian  fiscal  year  ending  'larch  31,  1973.   This  agree- 
ment will  implement  an  understanding  reached  with  India 
by  the  V'orld  Bank,  in  its  capacity  as  chairman  of  the 
Aid-to-india  Consortium,  on  October  30,  1974.   Former 
Chairman  Fulbright  was  informed  of  the  debt  rescheduling 
negotiations  taking  place  last  year  by  the  Consortium  in 
letters  dated  July  31,  August  14,  and  October  10,  1974 
(Attachment  3) .   Other  debt  service  payments  of  approxi- 
mately $100  million  due  to  the  United  States  from  India 
during  the  fiscal  year  are  not  affected  by  the  agreement 
and  have  been  paid. 

As  we  noted  An  our  letters  to  Chairman  Fulbright, 
(and  in  tha  Administration's  "Report  on  Debt  Relief 
Granted  by  the  United  States  to  Developing  Countries" 
transmitted  to  Congress  on  February  23,  1975)  last  year's 
Consortium  discussions  focusea  on  India's  balance  of  pay- 
ments problems  resulting  from  the  sharply  higher  costs 
of  such  essential  imports  as  petroleum,  fertilicer,  and 
foodgrains.   The  World  £ank  proposed  that  the  creditor 


countries  of  tie  Consortia  reschedule  45 
lad la n  it^d  bt 

of  rcl^ 
to  A 
agr«. 

for  tho  In,  wo 

Bank's  :>ro.x  : 
carei 

balance  of  ,a- 

vise^. 
545  Dill; 
serwico 
Unit- 
ing vita  India  on  behalf  of  the  Consortium  creditors. 

The  debt  relief  packaqe  totalo  $194  rtillicn.   France 
and  the  United         will  reschedule  40         of 
Indian  debt  service  due.   Seven  other  creditors  will  re- 
schedule at  I^ast  45        t  of  debt  scrv±te  cue.   In 
addition,  Italy  has  indicated  it  would  partici:  ate  bur 
has  not  yea         -ad  the  a  vsunt  to  be  reschotiuled  while 
Norway  had  alreacy  written  off  the  full  stocx  of  public 
debt  ila.   Inttcrr.3  or  the  volui^e  ct 

reschedule,  tho  aergest  participants  aro  Gar  nny  (v>'.7.7D 
million),  tne  Unite-  ($45.0  nillion)  ,  Ja/.aa  U43.4 
Billion),  and  the  United  Kir.gdon  ($21.3  Biillior.)  . 

The  bilateral  agroenont  between  tho  United  States 
and  India  will  defer  payoents  due  on  49  loans  over  an 
approximate  seven  .x^nth  period.   In  accordance  with  t 
mil  bilateral  understanding,  repayments  will  La  r;.iue  over 
a  25  year  period  Including  sovon  yeirs  oasce  witn  an 
interest  rate  of  1*72  ix»rccnt.   This  is  toe  avojrage 
weighted  interest  in  tiic  crignnal  agreeaenta  covored. 

The   United  States  is  India's  larce3t  creditor,  and 
as  of  .'Larch  31,  1974,  accounted  for  $3.3  billion  of  India's 
$10.2  billion  outstanding  (r.r.a  diaoursea)  external  public 
debt.   Given  tho  difficult  economic  siLtation  which  c, 
fronted  India  last  year,  we  believe  trie  agreement  to  oe 
in  the  United  States'  interest  in  that  the  ;>45  oillioa  in 
United  States  relief  —  as  '.-fall  as  tda  $149  r.illion  in 
relief  froi/t  other  credltorc  —  furthered  econoioic  st^ility 
in  India  ar.d  t-vus  enhanced  tho  probability  of  re  >eysent 
of  all  cebta  to  the  United  States  ana  other  creditors. 
We  believe  it  nay  bo  possible  for  India  to  fully  servico 
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its  $145  million  debt  to  the  United  States  in  1975. 

I  will  be  happy  to  provide  you  with  any  additional 
information  on  this  matter,  and  will  continue  to  noti- 
fy you  of  all  other  pertinent  developments  affecting 
debts  owed  to  the  United  States  under  the  Foreign 
Assistance  Act. 

Sincerely, 


Robert  J.  McCloskey 
Assistant  Secretary 
for  Congressional  Relations 


Enclosures 


1.  Attachment  A  -  Bilateral  agreement 

2.  Attachment  B  -  Consortium  letters 


-505  O  -  76  -  6 


APPENDIX  B 

Agreement  Between  the  Government  <>f  the  [Jotted 

rEs   of   America    and  the  Government  of   India 

Regarding  the  Consolidation  and  Rescheduling  oi 

Certain  Debts  Owed  to  the  United  States  Governmeni 

and  its  Agencies 

The   Government  of  the   United   States  of  America  and  the 
Government  of  India  agree  as  follows: 

ARTICLE  I 
Application  of  the  Agreement 

1.  Pursuant  to  the  provisions  and  mut  al  undertaking:;,  he 
incorporated  into  this  Agreement,  of  the  Record  of  Understanding 
among  the  member  countries  of  the  Indian  Consortium  signed  in 
Washington  on  October  30,  1974,  by  the  Government  of  India  and  t. 
International  Bank  for  Reconstruction  and  Development  as  Chairman 
of  the  Consortium,  the  Government  of  the  United  States  of  America 
and  the  Government  of  India  agree  to  defer  and  reschedule  certain 
dollar  obligations  to  the  United  States  Government  and  its  agenc 
falling  due  betv/een  August  28,  1974,  and  March  31,  1975,  under  the 
agreements  listed  in  Annex  A,  as  provided  in  this  Agreement. 

2.  The  United  States  of  America,  acting  through  the  /4gency 
for  International  Development  ("A.I.D."),  has  made  certain  loans 
to,  or  for  the  benefit  of,  the  President  of  India  ( "Borrower" ) , 
pursuant  to  the  loan  agreements  and  special  loan  repayment  agree: 
listed  in  Annex  A  to  this  Agreement  and  any  prior  amendments  the: 
("Original  Agreements" ) ,  and  the  Borrower  has  undertaken  certain 
payment  obligations  to  A.I.D.  pursuant  to  such  Original  Aqrocmcnts. 

3.  The  amount  to  be  deferred  and  rescheduled  under  the  te : 
and  conditions  of  this  Agreement  will  be  $45,000,000,  as  indicated 
in  said  Record  of  Understanding.   The  estimated  amounts  available 

for  deferral  and  rescheduling  ar<>  listed  in  Annex  B  to  this  Agreement, 

I 82  I 
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ARTICLE  II 
Definitions 
For  purposes  of  this  Agreement: 

1.  The  term  "Original  Agreements"  shall  refer  to  the 

agreements  concluded  between  the  Borrower  and  the  Agency  for 

i 

International  Development  which  are  listed  in  Annex  A. 

2.  The  term  "Consolidated  Debt"  shall  refer  to  the 
principal,  interest,  and  credit  fees  due  and  payable  to  the 
Government  of  the  United  States  of  America  between  August  28, 
1974  and  March  31,  1975,  under  the  Original  Agreements,  which 
is  computed  to  be  $45,000,000,  as  set  forth  in  Annex  B  to  this 
Agreement. 

3.  The  term  "Consolidation  Interest"  shall  refer  to  inter rs 
accruing  and  payable  on  the  Consolidated  Debt  after  the  respective 
due  dates  under  the  Original  Agreements. 


ARTICLE  III 
Terms  and  Conditions  of  Payment 
1.    Deferral  and  teims  of  repayment  shall  be  as  follows: 

(a)'   Payment  of  all  interest  and  credit  fees  and  repayiw 
of  all  installments  of  principal  due  and  payable  to  A.I.D.  by  the 
Borrower  pursuant  to  the  Original  Agreements  during  the  period 
commencing  on  August  28,  1974,  and  terminating  on  March  31,  197S, 
amounting  to  $45 ,000, OOP  ("Consolidated  Debt")  as  set  forth  in 
Annex  B  to  this  Agreement,  shall  be  deferred. 


(b)   T.\  ... 

in  n  .1  annual  in         Ls  on  April  1  of  each  y 

.'..  :il  1 ,  1982 . 
(r)   The  Borii  innually  to  a.i.d.,        .  i 

,  interest  on  the  unpaid  ba        I  the  Consol 
("Co..  "),  and  on  any  Consolidation  Inter 

at  the  rate  of  1.72  percent  per  annum  computed  on  the  ba; 
of  a  three  hundred  and  sixty  (360)  day  year.   Such  interest  shall 
nee  to  accrue  on  the  due  date  specified  in  each  of  the  (  ■ 
:  onts  for  each  payment  of  interest  or  credit  fee  and  i 
incipal         J  pursuant  to  subsection  (a)  of  this  Section. 
The  first  payment  of  Consolidation  Interest  shall  be  due  a 
on  April  1,  1975. 

2.  The  amortization  schedule  f<        ftt  of  tho  Con 
Debt  and  Consolidation  Interest  is  set  forth  in  Annex  C  of  this 
Agreement . 

3.  Except  as  otherwise  expressly  provided  herein,  pay. 
obligations  which  become  due  and  payable  by  Borrower  to  A.I.D.  pu: 

to  each  of  the  Original  Agreements  shall  be  paid  in  accordance  with  the 
existing  terms  of  each. 

ARTICLE  IV 
Eli  try  .into  Fc: 
1.    To  the  extent  not  amended  herein,  or  rendered  inco: 
y,  the  terms  and  conditions  of  the  Original  Agreements,  including, 
but  not  limited  to,  events  of  default  and  remedies  upon  defau] 
iin  in  full  I      nd  effect. 
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2.  Except  as  A.I.D.  may  otherwise  agree  in  writing,  within 
thirty  (30)  days  from  the  date  of  this  Agreement,  and 'as  a  condition 
to  the  effectiveness  of  this  Agreement,  Borrower  shall  furnish  to 
A.I.D. ,  in  form  and  substance  satisfactory  to  A.I.D. ,  a  legal  opinion 
of  counsel  satisfactory  to  A.I.D.  that  this  Agreement  has  been  duly 
authorized  or  ratified  by,  and  executed  and  delivered  on  behalf  of 
the  Borrower  and  constitutes  a  valid  and  legally  binding  obligation 
of  the  Borrower  in  accordance  with  its  terms. 

3.  This  Agreement  will  enter  into  force  when  the  Government 
of  the  United  States  notifies  the  Government  of  India  in  writing 
that  domestic  United  States  laws  and  regulations  covering  debt 
rescheduling  have  been  complied  with. 

DONE  at  Washington  in  duplicate  this  second  day  of  May,  19  75. 

FOR  THE  GOVERNMENT  OF  THE  UNITED  STATES  OF  AMERICA: 


FOR  THE  GOVERNMENT  OF  INDIA; 
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hS 


IodH   - 

V.oncy    for    Tntcrnatl"" 

For    tha   Prr 

to    Be--. 

oJ    t  rM  .V     u  .  t    28,    1°  7 

-ch    31,    1975 

(in  U.S.    Dollar. 

i 

Loan   Ho. 

Due   Data 

Principal 

Intaraet 

Total 

386-8-001 

12-31-74 

3.522.647.47 

1,473.057.79 

4,995.705.26 

386-H-052 

10-06-74 

543.389.28 

113.971.50  ' 

657.360.78 

055 

08-28-74 

3.274.194.21 

227.542.71 

3.501.736.92 

055 

02-28-75 

3.274.194.21 

687.580.78 

3.961,774.99 

056 

10-01-74 

612.992.01 

131.024.97 

744.016.98 

057 

11-01-74 

65,105.16 

13.916.23 

79.021.39 

058 

09-18-74 

703,938.21 

153.089.45 

857.027.66 

058 

03-18-75 

703.938.21 

150.449.68 

854.387.89 

059 

'12-03-74 

47,108.52 

10,246.10 

57.354.62 

060 

01-15-75 

131.253.22 

28.547.58 

159.800.80 

061 

02-09-75 

297.756.04 

64,301.44 

362.057.48 

062 

12-19-74 

281.353.84 

63.308.69 

344,662.53 

063 

01-02-75 

290.418.07 

62.076.86 

352.494.93 

066 

02-23-75 

255,447.97 

55.583.78 

311.011.75 

067 

09-28-74 

223,317.15 

48.571.48 

271.988.63 

067 

03-: 

223.317.15 

47,734.04 

271.051.19 

068 

12-18-74 

- 

28,529.75 

28.529.75 

069 

01-21-75 

226.973.90 

51.804.11 

278.778.01 

077 

10-30-74 

313.509.67 

71,685.88 

385.195.55 

081 

11-27-74 

121,792.90 

27,403.40 

149.196.30 

082 

11- 

3,908,132.83 

850,018.89 

4,758.151.72 

084 

01-18-75 

194,777.74 

44.54  7.91 

239.325.65 

086 

01-06-75 

257,996.24 

58.941.13 

316,937.37 

087 

12-02-74 

81,916.13 

18,431.12 

100. 34/. 25 

091 

12-24-74 

1,178.869.24 

265.204.33 

1,444.073.57 

101 

10-14-74 

- 

15.923.66 

15.923.66 

103 

02-10-75 

2.715,621.16 

2,217,761.57 

4.933.382.73 

104 

09-09-74 

81,874.23 

25.632.68 

107.506.91 

104 

03-09-75 

82,692.98 

67,535.08 

150.228.06 

109 

09-27-74 

- 

6.827.57 

6.827.57 

109 

03-27-75 

- 

6,827.57 

6.827.57 

111 

10-13-74 

- 

183,909.86 

183.909.86 

115 

10-19-74 

- 

1.930.93 

1,930.93 

118 

10-18-74 

- 

82,574.36 

82.574.36 

119 

01-12-75 

- 

10,392.76 

10.392.76 

120 

12-10-74 

- 

44,114.44 

44,114.44 

121 

12-28-74 

- 

26,751.60 

26.751.60 

137 

11-17-74 

- 

18,996.38 

18,996.38 

138 

09-28-74 

- 

943,908.00 

943.908.00 

138 

03-28-75 

- 

943,908.00 

943.908.00 

141 

09-13-74 

- 

16,626.58 

16,626.58 

HI 

03-13-75 

- 

16,626.58 

16,626.58 

143 

01-08-75 

- 

87,366.06 

87.366.06 

152 

02-25-75 

- 

249,835.63 

249,835.63 

155 

02-05-75 

- 

483,492.99 

483.492.99 

160 

01-18-75 

- 

747,164.52 

747.164.52 

164 

12-16-74 

- 

36,522.54 

36.522.54 

168 

12-04-74 

- 

657.304.63 

657.304.63 

176 

10-02-74 

- 

249,474.23 

249.474.23 

184 

02-16-75 

- 

2,237,423.39 

2.237,423.39 

188 

02-05-75 

- 

230,000.00 

230.000.00 

196 

12-24-74 

- 

1,932,626.73 

1,932,676.73 

200 

02-03-75 

- 

1*9,913.26 

169,  1 

201 

01-13-75 

- 

177.8S7.01 

177.Fr,7.01 

207 

09-14-74 

- 

1,551,076.65 

1,551 .07*. 65 

207 

03-14-75 

- 

1.593,090.05 

1.513.096.05 

212 

12-17-74 

- 

1,604,501.35 

1.606.501.33 

49    Loans 

23,614,527.74 

45jfKV>. 

1/    Princlpil    ',3.274,104.21    *nd    interr«t    C6*n.  K59.01    toclllrr    $3,974,053.22    WPH     paid. 

'  .     A  III  Will     r.   !  ...  1    III.      I 
,736.92    to    ttu     l.ov. ri.mcnl    ol     Inll.i. 
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India  -  Ap.ency  for  International  Development 
Schedule  of  Kcpaymcnt  Kuaultlng  from  Rescheduling 
Certain  Dollar  Payments  Due  Aupust  28,  1974  to  Njrch  31,  1975 


Interact 

Outstanding 

Due  Da 

ite 

Total 

1.72X 
194, 92 7.001/ 

Principal 

Balance 

45,000,000.00 

April  1, 

1975 

194,927.00 

April  1, 

1976 

774,000.00 

774,000.00 

April  1, 

1977 

774,000.00 

774,000.00 

April  1, 

1978 

774,000.00 

774,000.00 

April  1, 

1979 

774,000.00 

774,000.00 

April  1, 

1980 

774,000.00 

774,000.00 

April  1, 

1981 

774,000.00 

774,000.00 

April  1, 

1982 

3,142,421.10 

774,000.00 

2,368,421.10 

42,631,578.90 

April  1, 

1983 

3,101,684.21 

733,263.16 

2,368,421.05 

40,263,157.85 

April  1, 

1984 

3,060,947.37 

692,526.32 

2,368,421.05 

37,894,736.80 

April  1, 

1985 

3,020,210.52 

651,789.47 

2,368,421.05 

35,526,315.75 

April  1, 

1986 

2,979,473.68 

611,052.63 

2,368,421.05 

33,157,894.70 

April  1, 

1987 

2,938,736.84 

570,315.79 

2,368,421.05 

30,789,473.65 

April  1, 

1988 

2,898,000.00 

529,578.95  ' 

2,368,421.05 

28,421,052.60 

AApril  1, 

1989 

2,857,263.15 

488,842.10 

2,368,421.05 

26,052,631.55 

April  1, 

1990 

2,816,526.31 

448,105.26 

2,368,421.05 

23,684,210.50 

April  1, 

1991 

2,775,789.47 

407,368.42 

2,368,421.05 

21,315,789.45 

April  1, 

1992 

2,735,052.63 

366,631.58 

2,368,421.05 

18,947,363.40 

April  1, 

1993 

2,694,315.79 

325,894.74 

2,368,421.05 

16,573,947.35 

April  1, 

1994 

2,653,578.94 

285,157.89 

2,368,421.05 

14,210,526.30 

April  1, 

1995 

2,612,842.10 

244,421.05 

2,368,421.05 

11,842,105.25 

April  1, 

1996 

2,572,105.26 

203,684.21 

2,368,421.05 

9,473,684.20 

April  1, 

1997 

2,531,368.42 

162,947.37 

2,368,421.05 

7,105,263.15 

April  1, 

1998 

2,490,631.58 

122,210.53 

2,368,421.05 

.  4,736,842.10 

April  1, 

1999 

2,449,894.73 

81,473.68 

2,368,421.05 

2,368,421.05 

April  1, 

2000 

2,409,157.89 

40.736.84 

2.368,421.05 

-0- 

57,578,926.99     12,578,926.99     45,000,000.00 


1/  Interest  is  computed  from  last  due  data  of  individual  loan  to  March  31,  1975 
at  contractual  interest  rate  on  total  amount  rescheduled. 


April,  1975 


APPENDIX  C 

n  ("mi  e \.\  Rescheduling 

.975 

nonora*  1  j    Thcras    7.    Morgan,    Chairn-.an 

-ittre    0  ■  in 

Pouae   of    F#">ro«t'.»ntativ«» 
Washinatoa,    D.C, 

Dear   Kr.    Chairram 

Pursuant    to    tne      rovl*lorta    of    Section    4    of 
For-jiqn    Li^ft«;t^r    *s«i^t.v*co    *ct    of    1974    (the    "Act"). 
tho    .  of    State    is    to  noti.'v   vn    •  rior    to 

the  tatss   cnturiM-7    into    .i'xraEsion'j   which 

coul'3    r.ava  -jet    of    liSerait^inc    the    r^  'fl/n.jr.t 

tar^rs    of    any    debt    owed    to   the    United   State*    by    a 
foreign    qoTcrr.:^nt    for    loens   o::t-"idod   under    the 
authority   cf    the    roroign   /jBiatacico   Act  of    19C1,    aa 
ide 


Th<>   -unno    of   thin    letter    i*    to   ndviaa   you 
that    the  ">tates    i^vornnont   will   Le    partici- 

pating   in    £  r.ectinc   requested   by   Child   on      arch   24 
and   25    as    a  nearer   of   a   crcuc  of    creditor  nation* 
(the    Tari:   Club*)    to   consider   r^cnsculin-j   certain 
ajcouata   of  C.nile's    cublic   oxt*»mal   debt  due    in    I97S« 

Chile   previously   sought   and    received   rescheduling 
throunh    t.va    Paris    Cluu   of    its    public  external   dsbt   in 
1930,    HcS,    1/72    and    1974.       ".'Uvant   documentation 
and  .hac-qre-ond    inforr.ation    concerning    the    two    lattor 
ca3oa  were    siunitted    to    tho   ("engross   unc^r   t:io    terms 
of    tne    Case   Act.       In   both    the    1>72    and    1974 
reschedulings ,    the    creditor*    insisted   that   Chilo    enter 
Lnto   an   economic    stabiliraticn   ^ronraa,    orefara^ly 
under   the    auspices   of   the    International     '.onetary    Pund 
(I  T)  .       ~K.is    "stond-hv    arrannoront  '    with    t'^.e    I".?  vai 
r.aro    in    conjunction    vith   tii    1974   rescheduling   and    is 
being   repeated   in    1975. 

The   current   Chilean   economic   situation   is   such 
that   the    I"?   is    nrraln   racormending   a   resdet/.ulinq  of 
Chile's    debts.        iiven    the    status   cf    their   econossy, 
the   choices    to   the   creditors    are  eitner   to  reschedule 
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or  aco*r>t  default.      la  spite  of  the   stabilization  BC53uro« 
adopted    in    1974,    Chllo'e   1775   econoric  prospects   ar3   poor 
largely   because  of  external   forc*i:      the   four-fold 
increase   in    tn*  rrica  of  oil    (Chile    iciport3  nost  of    its 
consumption)    and  the  procir>itoun   droo   in   the   price   cf 
copper,   w.iici   accounts    for   alaoat   UO   percent  of  Cnii^'a 
foreign  exchange  narnir.es,    to  a   lrvel   less   tiar.   one-  i*lf 
the  price  raaca-ad   in  SLid-1374.      These   factors  nave  ondar~ 
minod  nuch  of   the   economic  progress  nads    in   1974   and   the 
IXF  nw   predicts    that   in   spite  of  Chile's  boet  effort!  f 
there  will  b3  an  oxtrsraely  larga  unf  inanced  balance  of 
payacnts  gap  in   1375- 

Th©   forum  for  this  noeting,   the  creditor  club,    ia 
the  traditional  Multilateral  aechanisw   for  debt 
rescheduling.      Its   function  is  to  examine  a  nation's 
ability   to  r.oet   its  debt  service  payiaents   and,    if   it 
deteminea   that  the  dnhtor   is  temporarily  unaole   to  R^at 
its  obligations,    it  stay   agree   to  reschedule   the   debtor 
country's   service  pay=ient3   for  the  onroose  of   facili- 
tating future  recayconts.      Judgments   for  rescheduling 
axe  bazed  or,   financial   and  othsr  sconosaic  criteria   a^d 
debt  rescheduling  is  net   used  by  the  creditor  goveraeents 
for  providing  development  assistance.      Debt  renegotiations 
have  usually  occurred  within   a  wultilatoral   frcoaevor*, 
with  creditors   insisting  upon  the  nost   favored  nation 
principle  to  ensure   taat  all  creditors   share  tie  burden 
of  rescheduling  identically.      The   tor»3   of  rescheduling 
have  in  the   past  varied,   depending  on  the  composition 
and  structure  of  the  debt  to  be  rescheduled   and  on  the  N 
econonic  circumstances  and  prospects  of   the  debtor 
country.      Since  Chile's   1975  debt  service  is  heavily 
weighted  by  non-concassional  borrowings ,   rescheduling 
teres   are  likely  to  be  established  on  a  near  coroaercial 
basis. 

Should  a  multilateral  agreeaent  setting  parameters 
for  rescheduling  be  concluded,   creditor  nations  neootiate 
bilaterally  with  the  debtor  to  establish   final   terna, 
including  interest  rates   and,    depending  upon  the  specifi- 
city of   tha  Paris  Club  Agreement,  perhaps   also  soae 
details  of   the  repayment  scnedule.      The  Hnlted  States 
creditor  agency   involved  wnich   extended   loans   authorized 
by  the  Foreign  Assistance  Act  is   tne   Agency  for  Inter- 
national Dovelopaent   (which   i3  owed  approximately  $16.1 
cillion  in    1375,    net  all  of  which  will  he  eligible   for 
rescheduling   in   the   Paris  Club) .      Tha  Dapart^ant  of 
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Acric-ulfjre    (5T4.9    Billion) «    the    rx'  rrt-Inort    Hank 
(5<5.3  pill]  '*>•»*  rrivato   Imrait— nt 

Cororatinr.    U*.7    r.i  :  '  ill    al-:o    :»•    IflOlodoJ.       Ihll 

doi-i    BOt    i"icl  |     ■(  i  \  ■  I    Si  -t ,    wMch 

will  not  be  furt.  *r  r*aotodulodi        .  >  portion  of  Jobt 

du^    fchOM    Inlte..    .  tOl  ,cirs    to    v-o    rcach»Vulod ,    If 

any.    will   ba    AotOl  y    tJ^a    torrc    of    th%   Pari*    Cl^> 

fcgroonoftt« 

T    ./ill      o    hr.\-/    to   -rovid-    an/    ftddl tlonal    informa- 
tion   or.    thll    natter,    ar.J   will    cnntiiuo    to  notify    you  of 
all    ot      r       NTtiaont    iliWOltl  Wll«lltl    affecting    fchOM    and    any 
otior   dobtl    OWOd    to    th*    Initcd    status    under    tha 
rorois'n    Aaelst&nco   Act. 

Sincerely , 


Robert  J.  McClotk^y 
Assistant  i;ecrotary 
for  Conqr'jasioaal    Relatione 
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March  13,  1975 


Honorable  John  J.  Sparluaan,  Chairman 
Coraittee  on  roroicn  Isolations 
United  States  Sonata 
Washington,  J.C. 

Dear  «r.  Chairaani 

Pursuant  to  the  provisions  of  Section  4  of  the 
Foreign  Disaster  Assistance  Act  of  1374  (the  "Act"), 
the  Dapartr-snt  of  State  is  to  notify  you  prior  to 
the  United  States  entering  into  discussions  which 
could  rave  the  impact  of  liberalizing  the  repayment 
terns  of  any  debt  owed  to  tae  Lai tad  States  by  a 
foreign  goverrmsent  for  loans  extended  under  the 
authority  of  the  Foreign  Assistance  Act  of  1961,  as 
anended .       ' 

The  ourpose  of  this  letter  is  to  advise  you 
that  the  United  states  Government  will  be  partici- 
pating in  a  ^eetinq  requested  Ly  Chile  on  -larch  24 
and  25  as  a  mer-.ber  of  a  group  of  creuitor  nations 
(the  "Paris  Club")  to  consider  rescheduling  certain 
acounts  of  Chile'*  public  external  debt  cue  in  1975. 

Chile  previously  soucht  and  received  rescheduling 
through  the  Paris  Club  of  its  public  external  debt  in 
19  30,  1965,  19  72  and  ID 74.   Relevant  documentation 
and  background  information  concerning  the  two  latter 
cases  vera  submitted  to  the  Concross  under  the  terns 
of  the  Case  Act.   In  both  the  1972  and  1374 
reschedulings,  the  creditors  Insisted  that  Chile  enter 
into  an  economic  stabilization  program,  preferably 
under  the  auspices  of  the  International  Monetary  Fund 
<I*«r)  .   This  "stand-by  arrangement*  with  the  I^P  was 
na<"e  in  conjunction  with  tiw?  1974  re8cheduling  and  is 
being  repeated  in  1975. 

Tha  current  Chilean  economic  situation  la  such 
that  the  l.ri"  is  again  recot^nonding  a  rescheduling  of 
Chile's  debts.   Civen  the  status  of  their  eccnotsy, 
the  choices  to  the  creditors  are  ei titer  to  reschedule 
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or    OCCOOt   default.       In    B?it4J    of    the    star lliration   mi.iuws 
*'!o-it^..    In   ]  llo'i    H75   oco.nc.Mc    prOJ    •■■•ts    ana    noor 

lar*l  l  im    of   asternal    forc^i:       the    four-fold 

laeroaaa  in  k  ••  of  ^ii  i-v>orta  ro.;t  cf  its 

consu-'tlcn)     md    tHQ    pveol*  i-oua    ^m    in    tio    priOO   of 
co-"->or,    M  *3    for    almost    10    ;->«?rc»»nt  of   Cilia*  3 

foroir—i    c.xc.ianri    lamin--;,    to    a    1  -v-  1    less   than   oae-holf 
fcht   ^rico    n  i    ri.-lr74.       :  hoaa    factors    tiaOO    uncr- 

-   nOCtl   Of    thl    econor.ic    "-rv-jr-si   rad»»    in    U74    and    tltd 
rolicLj    ii.it    la   r.    ite   of   v  .i  i  if  •  i    boot   efforts, 
there   vill   be    an   extrprjaly    larqc   unfinanoed   balance   of 
payment  a   nan   in    1)75. 

The    formn    for  tMi  Dooming*    ts.n   creditor   club,    la 
the   traditional   r.ultl  lateral   MChanlCB    for  debt 

resch3dulin<7-       Its    function    is    to   axnzino    a   nation'* 
ability    to  txiot    Lt3   dabt    ".arvico    payv.snt*    and,    if   it 
flOfeCtniflOl    th.it    Lhj   dor.  tor    is    temporarily   unable   to  nset 
its    obligations,    it  nay   i-jrc?   to  r*  SCaodttla    til"   debtor 
country '3    -w.rvice    oa -/cunts    for    the   -nirooio   ot"    facili- 
tatir.o    faturt*    r".rr.:nti .      JadOBOAta    for   rcsc:;o~uli.n<7 

are  baood  or.  financial  and  other  ccobobIo  criteria  arid 

dobt   rooehodoiinq    is   not    0004   by   the    creditor   covemroents 

for  prorleilug,  davoloacant  asaiJtancc.     rv£>t  raacoxjtlatioaa 

havo   uruall/   occurred  within    •  r '.tit i lateral    fraOOVCCfc', 
vita    creditors    in.-.istinq   B9O0    the   acjt    favoro-'    nation 
principle    to  ca.iun    fiat  nil   creditors   share   tne   burden 
of  ro*c.>r>iuiir.c;  identically.     Th-j  tom3  rt  rescnadallag 

have    in    tbO    v3St   varied,    demanding   cm    the   cecjr-ositlcn 
and    structure   of   the   debt    to  be   reacheuulad   and  on   tna 
ecofloaic   circutaa tnnc*»s   and   nrosoocti   of   t.'ifl   dobfcCC 
country.      BiftOa  chile's    1975   debt   servioa   is   heavily 
weighted   Ljy   non-concessional   borrc\*inqs,    rescaedjling 
terrxs    are    likely  to  be   established  on   a  near  cocr-arcial 
basis. 

Should   a  multilateral   ncreenent   «9ttinq  parameters 
for  rescheduling  bo   concluded,    creditor  nations   negotiate 
bilaterally  vita    the   doctor   to  aatablloh    fiial   tonrci, 
including    Interest    rata3    and,    depending   upon    the   specif i- 
city  of   ths   Paris   Cloo  Agractaent,    perhana   alao   ?or:e 
details   of    tl-.o   repayment   schedule.      Tho   United  States 
creditor   agency   involved  v/hich   extended   loans   authorised 
Ly   t"»u   Foreign   /.-distance  Act   is   tho  A<rencv    for  Inter- 
national   Dpvolov.rint    (whicn    is   c**-id   a^croximatily    516.1 
s»illicn    in    1075*.   not  all   of  which  will    oe  eligible    for 
rescneduling   in   the  Poxia   Club) .      7ho  Deeartraent  of 
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Agriculture    ($24.0   nillion)  ,    tha   r.x-jot t-Ir.^ort  Lank. 
($45.3  million)    and    1..-J  Overseas   Frivati   Investment 
Cer;x>raticn    ("5.?.  7   million)    will    also  L»a    included.      This 
does   net   in  elude   tsroviously   rescheduled   deot,   vnicn 
vill  not  be    further   rescheduled.      S*he  t>ortion   of   d<:bt 
due  theso   United   "tatr>s   aorertciea   to  aa   rescheduled,    if 
any,    will  Le  determined  by   tlic    terms   of    ti:e  Ptris   Ciuh 
Agreement. 

I  will  be   hop:*/  to  provide   anv   additional    informa- 
tion on   this  Ratter,    and  vill  continue    to  notify  you  of 
ftll   other   --:•-: rt in f^.t  dove  Ionian  1 3   affe»ctir.c   tnsse   and   any 
ether  dehts   cr?od   to  tae   United  states   andsr   the 
Foreign  Assistance  Act. 

.    Sincerely, 


Robert  J.    M.cCloahey 

Ayaistaat  Secretary 

for  Congro.saional   ?*e  lotions 


re 


July  29.  1975 


Honorable  Carl  Albert,  Speaker 
Houso  of  Representatives 
Washington,  D.C. 

Dmmx   Mr.  Speaker: 

Section  4  of  the  Foreign  Disaster  Assistance  Act 
of  1974  requires  that  the  Department  of  State  transmit 
to  you  in  your  capacity  as  Speaker  of  the  House  of 
Representatives  and  to  the  Chaiman  of  the  Senate 
Foreign  Relations  Committee  the  text  of  any  interna- 
tional agrecocjit  proposing  a  raodif ication  in  the  terras 
of  debt  owed  to  the  United  States  by  a  foreign 
government  no  less  than  thirty  days  prior  to  its 
entry  into  force. 

To  implement  this  provision  the  Secretary  has 
asked  mo  to  trar.sr.it  the  enclosed  bilateral  agreement 
(Attachment  A)  which  will  reschedule  $96  million  in 
Chilean  aobt  service  falling  due  to  the  United  States 
in  1975.   On  Karch  13  wo  advised  Chairman  Morgan  of  the 
Committee  on  Foreign  Affairs  (Attachment  B)  that  the 
United  States  would  be  participating  in  a  mooting 
requested  by  Chile  of  a  group  of  creditor  nations  (the 
"Paris  Club")  to  consider  rescheduling  certain  amounts 
of  Chile's  external  debt.   This  agreement  will  imple- 
ment the  May  6  multilateral  understanding  reached  among 
Canada,  France,  Germany,  Japan,  Spain,  Switzerland  and 
the  United  States.   These  seven  countries  hold  more  than 
80  percent  of  Chile's  debt. 

As  we  noted  in  our  March  13  letter,  the  current 
Chilean  economic  situation  is  such  that  the  IMF  recom- 
mended debt  rescheduling.   The  fact  that  the  servicing 
of  foreign  debt  due  in  1975  to  creditors  would  amount 
to  almost  one-third  the  value  of  projected  exports  made 
total  settlement  of  the  debts  beyond  Chile's  capacity 
*t  least  in  the  present  year.  Given  the  weak  state  of 
the  Chilean  economy,  the  choices  open  to  the  creditors 
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were  either  to  reschedule  or  to  accept  default.   Cognizant 
of  the  unfavorable  financial  precedent  that  would  be 
established  by  default,  the  creditors  determined  a  re- 
scheduling to  be  justified. 

Creditors  agreed  that  the  maturities  to  be  rescheduled 
should  be  limited  to  those  falling  due  in  1975,  and  they 
specifically  excluded  debt  service  felling  due  on  loans 
that  had  been  renegotiated  in  previous  reschedulings. 
Creditors  also  agreed  that  30  percent  of  the  eligible 
maturities  would  be  due  in  the  amount  of  10  percent  in 
1975,  10  percent  in  1976,  and  10  percent  in  1977.   The 
remaining  70  percent  would  be  paid  in  13  semi-annual 
installments  beginning  January  1,  1978.  The  understanding 
specified  that  the  Government  of  Chile  would  accord  to 
each  of  the  represented  creditor  countries  treatment  no 
less  favorable  than  that  which  may  be  accorded  to  any 
other  country  not  represented. 

The  bilateral  United  States-Chile  agreement  fully 
conforms  to  the  multilateral  understanding.   The  debt 
service  to  be  rescheduled  by  United  States  Government 
lending  agencies  totals  approximately  $96  million;  Agency 
for  International  Development  (£16.1  million),  Commodity 
Credit  Corporation  ($9.5  million)  Export- Import  Bank 
($53  million) ,  Overseas  Private  Investment  Corporation 
($8.8  million)  and  PL-480  ($3.7  million).   The  interest 
rate  shall  be  approximately  at  the  weighted  average  of 
6.16  percent  per  annum. 

We  believe  this  agreement  to  be  in  the  best  interest 
of  the  United  States  in  that  it  will  maximize  the  possi- 
bility of  ultimate  repayment  of  the  full  amount  of  the 
debt.  As  the  world's  largest  bilateral  creditor,  we  lay 
great  importance  on  the  tradition  of  treating  debt  crisis 
situations  such  as  that  being  encountered  by  Chile  in 
accordance  within  overall  creditor  financial  interests 
and  within  the  context  of  traditional  multilateral 
arrangements . 

I  will  be  happy  to  provide  you  with  any  additional 
information  on  this  matter,  and  will  continue  to  notify 
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you  of  all  other  pertinent  develop*-  ,♦  s  affecting  ccbts 
oved  to  the  United  States  under  the  ^reign  Assistance 
Act. 

Sincerely, 


Robert  J.  McClookey 
Assistant  Secretary 
fox  Congressional  Relations 

Enclosuresi 
A*  utat^d. 
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JUly  29.  1975 

Honorable  John  Sparkman,  Chairman 
Committee  on  Foreign  Relation* 
United  States  Senate 
Washington,  D.C. 

Dear  Mr.  Chairman* 

Section  4  of  the  Foreign  Disaster  Assistance  Act  of 
1974  requires  that  the  Department  of  State  transmit  to 
you  in  your  capacity  as  Chairman  of  the  Senate  Foreign 
Relations  Committee  and  to  the  EpeaXer  of  the  House  of 
Representatives  the  text  of  any  international  agreement 
proposing  a  modification  in  the  terms  of  debt  owed  to 
the  United  States  by  a  foreign  government  no  less  th*n 
thirty  days  prior  to  its  entry  into  force. 

To  implement  this  provision  the  Secretary  has  asked 
roe  to  transmit  the  enclosed  bilateral  agreement  (Attach- 
ment A)  which  will  reschedule  $96  million  in  Chilean 
debt  service  falling  due  to  the  United  States  in  1975. 
On  Harch  13  we  advised  you  (Attachment  B)  that  the 
United  States  would  be  participating  in  a  meeting  re- 
quested by  Chile  of  a  group  of  creditor  nations  (the 
"Paris  Club")  to  consider  reschoduling  certain  amounts 
of  Chile* s  external  debt.  This  agreement  will  implement 
the  May  6  multilateral  understanding  reached  among 
Canada,  France,  Germany,  Japan,  Spain,  Switzerland  and 
the  United  States.  These  seven  countries  hold  more  than 
80  percent  of  Chile1 s  debt. 

As  we  noted  in  our  March  13  letter,  the  current 
Chilean  economic  situation  is  such  that  the  IMF  recom- 
mended debt  rescheduling.  The  fact  that  the  servicing 
of  foreign  debt  due  in  1975  to  creditors  would  amount 
to  almost  one-third  the  value  of  projected  exports 
maue  total  settlement  of  the  debts  beyond  Chile's 
capacity  at  least  in  the  present  year.  Given  the 
weak  state  of  the  Chilean  economy,  the  choices  open 
to  the  creditors  were  either  to  reschedule  or  to  accept 
default.  Cognizant  of  the  unfavorable  financial  pre- 
cedent that  would  be  established  by  default,  the 
creditors  determined  a  rescheduling  to  be  justified. 
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Cr  I  that  the  aaturltlos  to  to  n  Lad 
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($3.  B t  nilli  ..)  and  PL-  .■  ..  ($3.7  nil lion). 
rate  rdall  be  apj      tcly  at  too  weighted  average  oi 
6.1C  .  ..-. 

Wo  believe  thiu  agrocnent  to  La  I:;     .  st  int_: 
of  tha  United  ttiritea  xn  that  it  will  raa      t...o  possibility 
of  ultixatc  repayment  of  tha  full  aisount  oi  tha  debt.  Aa 
tho  vorl^'j  largest  bilateral  creditor,  mz   lay  ,raat 
importance  on  tha  trauinori  of  treating  debt  crijin  r.itu- 
ationa  suc.a  cj  that  baing  encountered  by  Chilo  in  accordance 
within  overall  creditor  financial  interests  r«ad  within 
the  context  of  traditional  multilateral  arrangements. 

I  will  be  happy  to  provide  you  vith  any  additional 
information  on  thla  u^tter,  and  will  continue  to  noti 
you  oC  all  other  pertinent  develo  tnents  aXiectinv;  dei.Lo 
owed  to  tha  united  statea  under  t.ic  coreign  AoiiiwLance  Act. 

Sincerely, 


Robert  J.  ttcCloshoy 
Assistant  Secretary 
for   Concj  res  clonal   J'.olations 


APPENDIX  D 

Agreement  Between  the  Government  of  the  United 
States  of  America  and  the  Government  of  Chile 
Regarding  the  Consolidation  and  Rescheduling  of 
Certain  Debts  Owed  to,  Guaranteed  or  Insured  By  the 
United  States  Government  and  Its  Agencies 

The  Government  of  the  United  States  of  America  and  the 
Government  of  Chile  agree  as  follows: 

ARTICLE  I 
Application  of  the  Agreement 

1.  In  accordance  with  the  provisions  of  the  Under- 
standing reached  by  representatives  of  certain  creditor 
nations,  including  the  United  States,  of  the  Government  of 

4 

Chile  on  May  6,  1975  and  agreed  to  by  the  Government  of 
Chile  on  May  8,  1975,  the  Government  of  the  United  States  of 
America  and  the  Government  of  Chile  hereby  agree  to  con- 
solidate and  reschedule  certain  Chilean  debts  owed  to,  guaran- 
teed or  insured  by  the  United  States  Government  and  its 
Agencies,  as  provided  for  in  this  Agreement. 

2.  The  Agreement  shall  be  implemented  by  separate 
bilateral  agreements  between  the  Agency  for  International 
Development,  the  Export-Import  Bank  of  the  United  States,  the 
Overseas  Private  Investment,  Corporation,  the  Commodity  Credit 
Corporation,  and  the  United  States  Government  with  respect  tc 
P.  L.  480  Agreements  and  the  Government  of  Chile. 

ARTICLE  II 
Definitions 
For  purposes  of  this  Agreement: 

1.   The  term  "original  agreements"  shall  refer  to 
those  agreements  between  the  Government  of  the  United  States, 
and  its  agencies,  and  the  Government  of  Chile,  and  its 
agencies,  which  are  listed  in  Annex  A.   No  prior  agreement 

(81) 


32 


ng  the  con:         n  and  rescheduling  of  Chilean  debts 
concluded  betv/een  the  Gov-        of  the  United  States  and  its 
agencies,  and  the  Go        t  of  Chile  and  its  agencies  is 
list 

2.  The  tern  "consolidated  debt"  shall  refer  to  sev- 

4 

percent  (70%)  of  the  sum  of  dollar  principal-  and  interest 

ling  due  from  January  1,  1975,  through  December 
31,  1975,  in  accorv.       Lth  the  "original  agreements , "  as 
designated  in  the  separate  bilateral  agreements  referred  to 
in  Article  I,  parag 

3.  The  term  "non-consolidated  debt"  shall  refer  to 
thir         nt  (30%)  of  the  sum  of  dollar  principal  and 
interest  payments  falling  due  from  January  1,  1975  thro,: 
December  31,  1975,  in  accordance  with  the  "original  agreements* 
as  designated  in  the  separate  bilateral  agreements  referred  to 
in  Article  I,  paragraph  2. 

4.  The  term  "consolidation  period"  shall  refer  to  the 
period  from  January  1,  1975  through  December  31,  1975. 

5.  The  term  "consolidation  interest"  shall  refer  to 
interest  on  the  consolidated  debt.   The  term  "non-consoli- 
dation interest"  shall  refer  to  interest  on  the  non-con- 
solidated debt.   Consolidation  interest  and  non-consol  idat  icr. 
interest  shall  begin  to  accrue  on  the  due  dates  specified 
ineach  of  the  original  agreements  for  each  payment  of  pi 

or  interest  which  is  part  of  the  consolidated  or  non-consoli- 
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dated  debt. 

ARTICLE  III 
Terms  and  Conditions  of  Payment 

1.  The  Government  of  Chile  agrees  to  repay  the  consoli- 
dated debt  in  accordance  with  the  following  terms  and  con- 
ditions: 

(a)  The  consolidated  debt  amounting  to  $67.2 
million  shall  be  repaid  in  13  equal  semi-annual  installments  on 
January  1  and  July  1  of  each  year  beginning  January  1,  1978 
and  ending  January  1,  1984. 

(b)  The  consolidation  interest  rate  shall  be  at  a 
weighted  average  of  6.16  percent  per  annum  on  the  outstanding 
balance  of  the  consolidated  debt.   All  interest  shall  accrue 
and  be  payable  as  specified  in  the  implementing  bilateral 
agreements  referred  to  in  Article  I,  paragraph  2. 

(c)  A  table  summarizing  the  amounts  of  the  con- 
solidated debt  owed  to  the  United  States  Government  and  each 
Agency  is  attached  as  Annex  B. 

2.  The  Government  of  Chile  agrees  to  repay  the  non- 
consolidated  debt  in  accordance  with  the  following  terms  and 
conditions: 

(a)   The  non-consolidated  debt  amounting  to  $28.8 
million  shall  be  repaid  in  accordance  with  the  following 
schedule: 

(1)   Thirty-three  and  one  third  percent 
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(33-1/3%)  in  1975. 

(2)  Thirty-three  and  one  third  percent 
(33-1/3*)  in  1976. 

(3)  The  balance  of  thirty-three  and  one 
third  percent  (33-1/3%)  in  1977. 

4 

Payments  shall  be  made  pursuant  to  the  repayment  terms 
specified  in  the  implementing  bilateral  agreements  referred 
to  in  Article  I,  paragraph  2. 

(b)  The  weighted  average  of  the  non-consolidation 
interest  rate  shall  be  6.16  percent  per  annum  on  the  outstanding 
balance  of  the  non-consolidated  debt.   All  interest  shall  accrue 
and  be  payable  as  specified  in  the  implementing  bilateral  agreements 
referred  to  in  Article  I,  paragraph  2. 

(c)  A  table  summarizing  the  amounts  of  the  non- 
consolidated  debt  owed  to  the  United  States  Government  and  each 
Agency  is  attached  as  Annex  C. 

3.   It  is  understood  that  minor  adjustments  may  be  made  in  the 

amounts  specified. in  paragraphs  1  and  2  of  this  Article  by  amem 

of  the  implementing  bilateral  agreements  referred  to  in  Article  I, 

paragraph  2. 

ARTICLE  IV 

General  Provisions 

1.  The  Government  of  Chile  agrees  to  grant  the  Government 

of  the  United  States  of  America  and  its  agencies  treatment  no  less 
favorable  than  that  which  may  be  accorded  to  any  other  creditor 
country  for  the  consolidation  of  comparable  debts. 

2.  The  provisions  of  paragraph  1  above  shall  not  be 
applicable  to  creditor  countries  where  claims  in  respect  of 
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principal  and  interest  on  comparable  debts  during  the  con- 
solidation period  constitute  less  than  SDRs  1  million. 

3.  The  Government  of  the  United  States  and  the  Govern- 
ment of  Chile  agree  that  the  interest  rates  provided  in  this 
Agreement  may  be  reviewed  and  appropriately  revised  if  the 

4 

weighted  average  of  the  interest  rates  provided  in  other 
agreements  between  the  Government  of  Chile  and  creditor 
countries  relating  to  the  consolidation  of  comparable  debts 
are  significantly  higher  or  lower  than  the  weighted  average 
of  the  interest  rates  provided  for  in  this  agreement.   In 
any  revision  resulting  from  this  review,  the  United  States 
shall  have  the  option  of  exercising  the  right  to  require  an 
increase  in  the  interest  rate  provided  for  in  this  Agreement, 
up  to  the  weighted  average  of  interest  rates  resulting  from 
agreements  between  the  Government  of  Chile  and  other  credi- 
tors on  comparable  debts. 

4.  The  Government  of  Chile  agrees  to  guarantee  the 
free  transferability  of  payments  relating  to  the  credits 
covered  by  this  Agreement.      ^ 

ARTICLE  V 
Entry  into  Force 
1.   This  Agreement  will  enter  into  force  when  the 
Government  of  the  United  States  notifies  the  Government  of 
Chile  in  writing  that  domestic  United  States  laws  and  regula- 


tions  covering  debt  rescheduling  have  been  complied  with. 

2.   The  Government  of  the  United  States  of  America  shall 
be  represented  by  the  Honorable  Paul  H.  Boeker  and  the  Govern- 
ment of  the  Republic  of  Chile  shall  be  represented  by  His 
Excellency,  Manuel  Trucco,  Ambassador  of  Chile  in  the  United 
States,  who  also  represented  the  Autonomous  Fund  for  Amorti- 
zation of  the  Public  Debt.   The  Fund  is  authorized  by  its 
charter  to  act  on  behalf  of  the  Government  of  Chile  and  debtor 
corporations  in  concluding  agreements  with  creditors. 

DONE  at  Washington  in  duplicate  this  third  day  of  July,  1975 

FOR  THE  GOVERNMENT  OF  THE  UNITED  STATES  OF  AMERICA: 


FOR  THE  GOVERNMENT  OF  CHILE: 
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ANNEX  A 


LOAN  AGREEMENTS  SUBJECT  TO  RESCHEDULING 


Agency  for  International  Development 


under  4  0  years 

513-B002 
513-G003 
513-A006 
513-M011 
513-L026 


40  years 


513- 
513- 
513- 
513- 
513- 
513- 
513- 
513- 
513- 
513- 
513- 
513- 
513- 
513- 
513- 
513- 
513- 
513- 


L017 
■L018 
L019 
L020 
L021 
L022 
L023 
L024 
L025 
L028 
L030 
L031 
L033 
■L034 
L036 
•L037 
L040 
L041 


Commodity  Credit  Corporation  (GSM- 4) 

GSM  Numbers" 

■  ^ 

12011 
12013 
12014 
12015   • 


Export-Import  Bank 


Credit 

No. 

"  808 
1172 
1299 
1340 
2139 
2187 
2221 
2381 
2382 
2383 
2390 
2393 
2416 
2418 

2435  ' 

2436  , 
2437 
2471 
2486 
2551 
2601 
2609 


ss 


DIRECT  CREDITS 


Guarantee 
No. 


EXPORTER  CREDITS 
GUARANTEES 


G-6-166 
G-7-54 

G-10-219 

G-10-245 

OG-12-215 

G-20-5 

G-21-30 

G-40-256 

G-40-271 

G-40-283 

G-41-18 

G-45-49 


G-47-359 

G-50-239 

G-50-240 

G-50-245 

G-50-265 

G-50-269 

G-56-9 

G-138-9 

G-161-3 
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EXPORTER  CREDITS 


INSURANCE 


Policy 
No. 

MT-4756 
MT-5485 
^MT- 0-5644 
MT-6032 
MT-6249 
MT-6290 
MT-6291 
MT-6325 
MT-6384 
MT-6405 
MT-6444 
MT-6460 
MT-6480 
MT-6584 
MT-6596 


MT-6648 

MT-6719 

MT-6746 

MT-6782 

MT-6785 

MT-6820 

MT-6S91 

MT-0-6921 

MT-7825 

MT-8055 

MT-8056 

MT-8058 

MT-8059 

MT-8060 


OVERSEAS  PRIVATE  INVESTMENT  CORPCRATICN 

Series  A  Promissory  Notes  issued  by  Sociedad  Minera 
El  Teniente,  S.A.  to  Braden  Copper  Company  and  guaranteed 
by  the  Republic  of  Chile  pursuant  to  instruments  of  guarar.-ee 
dated  as  of  May  4,  1967. 


P.L.  480 

Agreements  dated: 

August  7,  1962 
December  29,  1967 
A  -  January  23,  1969 
January  29,  1969 


During  the  negotiation  of  the  Agreement  Between  the 

Government  of  the  United  States  and  the  Government 

of  Chile  Regarding  the  Consolidation  and  Rescheduling 

of  Certain  Debts  Owed  to,  Guaranteed  or  Insured  by 
-♦ 
the  United  States  Government  and  its  Agencies  signed 

today,  it  was  agreed,  with  respect  to  Article  III  of 

that  Agreement,  that  the  particular  interest  rates 

(  resulting  in  a  weighted  average  of  6.16  percent  ) 

shall  be  as  follows: 

a)  seven  percent  (  7%  )  per  annum  on  the  outstanding 
balance  of  the  consolidated  and  non-consolidated  debt 
due  to  Export-Import  Bank  of  the  United  States,  the 
Overseas  Private  Investment  Corporation,  and  the  Cons 
Credit  Corporation  and 

b)  three  percent  (  3%  )  per  annum  on  the  outstanding 
balance  of  the  consolidated  and  non-consolidated  debt 
due  to  the  Agency  for  International  Development,  and  to 
the  United  States  Government  with  respect  to  P.L.  480 
Agreements. 


— r 

FOR  THE  GOVERNMENT  OF  THE  UNITED  STATES  OF  AMERICA 


^^<_ 


<-<-£_<__/r  - 


FOR  THE  GOV!  I        OF  CHILE 
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ANNEX  B 


SUMMARY  OF  CONSOLIDATED  DEBT* 
(Millions  of  Dollars) 


Agency  for  International  Development  11.3 

Commodity  Credit  Corporation  6,6 

Export- Import  Bank  40.6 

Overseas  Private  Investment  Corporation  6.2 

PL-480  2.6 

TOTAL  67.2- 

♦Totals  do  not  add  up  due  to  rounding  and  are  subject  to 
revision  per  Article  III,  Paragraph  3 

ANNEX  C  .  •  ' 


SUMMARY  OF  NON-CONSOLIDATED  DEBT* 
'(Millions  of  Doilar-s) 


Agency  for  International  Development  4.8 

Commodity  Credit  Corporation      . v'  2.9 

Export-Import  Bank  17.4 

Overseas  Private  Investment  .Corporation  2.6 

PL-4G0                      <  1.1 


TOTAL        28.8 

♦Totals  are  rounded  and  subject  to  revision  per  Article  IIT, 
Paragraph  3 
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